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Just Published 
SELLING IN OUR ECONOMY 


By HARRY R. TOSDAL, Harvard University 


This new book provides a broad understanding of the selling function and its place in our 
economy. The word selling is used to include advertising as well as personal selling and 
other forms. Sales and advertising executives will find this volume particularly useful, not 
only in enhancing their own understanding of and respect for selling, but also as a means 
of providing salesmen and other members of marketing organizations with the basis for 
increased confidence in the economic and social value of their jobs. 


MARKETING MANAGEMENT 
ANALYSIS AND DECISION 


By JOHN A. HOWARD, The University of Chicago 


All the facets of marketing are brought together in this new text for advanced under- 
graduate marketing courses. The discussion is set in the framework of a dynamic economy 
so that the marketing operation is integrated into its economic environment. Recent de- 
velopments in applied economic theory, general psychology, social psychology, sociology, 
and operations research are incorporated. The treatment is oriented around the function 
of the company’s top marketing executive. 


MARKETING BEHAVIOR 
AND EXECUTIVE ACTION 


By WROE ALDERSON, Alderson and Sessions 


This functionalist approach to marketing theory by a recognized authority in the field 
focusses on the processes and mechanisms through which individuals and groups attempt 
to solve their problems of survival and adjustment in marketing. It relates marketing to the 
general science of human behavior, drawing on such diverse disciplines as psychology, 
sociology, and anthropology, as well as economics. It provides the marketing teacher with 
a unified framework for interpreting various aspects of marketing. 


RICHARD D. IRWIN, INC. - HOMEWOOD, ILLINOIS 
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TENSION 


PART OF 


THE JOB 


You've approved the test cities. The store pan- 
els. Now, the audit’s under way. Now, there's 
nothing to do but wait. 


Wait for what? The marketer engaging Selling 
Research may be impelled, the first time, by 
speed. Within 10 days of completion of field 
work, Selling Research's validated report is in 
your hands. 


But what spurs marketers to engage Selling 
Research the second time? Tenth time? Year 
after year? Says one international marketer, 
“We realize our dependence on the quality of 
the work done at the store level.” 

Store level implies more than stores. Stores 
are owned and staffed by human beings. Store 
audits are conducted by human beings. Take 
8,545 key stores in the United States alone, 
add 515 field auditors—and you have the 
makings of a “people-problem.” 


‘Selling Research, Inc. | 





s 


Selling Rescarch keeps the “people-problem” 
under control by the perceptive measures of 
field control. In recent weeks, one Selling Re- 
search field operations executive traveled 
3,500 miles; another, 7,780; a third, 2,660; 
a fourth, 3,100. The job: field control. 


Strip field control of the glamour, planes and 
trains: the indispensables remain. You must 
be sure that field auditors have access to every 
vital store record. That specified procedures 
are followed, to a hair’s breadth. That data is 
validated, in the field. 

Research directors of 214 leading marketers 
and advertising agencies rely on Selling Re- 
search. Shouldn’t you have the same peace of 
mind? Get the facts on SRI tailor made store 
audit service, and Sell-O-Rator® National 
Food and Drug Indexes. Selling Research, 
Inc., 92 Liberty Street, New York 6, N. Y. 


NATIONAL 
STORE 
AUDITS 


YOUR FASTEST REPORTS ON MERCHANDISE MOVEMENT COME FROM SELLING RESEARCH: Appliance * Automotive 


Confectionery * Department * Drug * Grocery * Hardware * 


Jewelry * Liquor * Soft Goods * Stationery * Variety 





they’re raving about the 
tabulating and research 
services at 


BARNARD 








Good research is not an acci- 
dent. It is the result of sound 
assumptions translated into a 
well designed questionnaire, 
capable field work, and a dis- 
cerning analysis following re- 
sponsible tabulation of data. 

Our business is research tabu- 
lation. The application of years 
of experience enables us to com- 
pile clients’ research with accu- 
racy, rapidity and economy. 

The highest standards are 
maintained throughout design, 
composition, coding, editing, 
re tabulating and typing. 


The Barnard formula is clean 





cut and realistic. In addition, it 
supports a principle, that of 
B A R N A R D serving well to help foster good 


INC. research. 


432 4th Ave., New York 16, N. Y. 
MUrray Hill 9-6250 
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New RONALD Books... 


6th Edition / 


Principles of Marketing 


THEODORE N. BECKMAN, HAROLD H. MAYNARD, and 
WILLIAM R. DAVIDSON—all of The Ohio State University 





Revised, reworked, refined, completely up-dated and maintaining the approach 
and balance approved by literally hundreds of instructors, the Sixth Edition of 
PRINCIPLES OF MARKETING marks the beginning of the fourth decade of 
service of the most widely-used textbook in the field. 


8 illustrations, 25 tables; 798 pages 


Highlights of the Sixth Edition— 


@ A CLEAR-CUT PICTURE of the development and present status of our market 
ing system. 


@ STRESS on dynamics of marketing, incorporating new material on shopping 
centers, discount houses, nonstore retailing, vending machine merchandising, etc. 


@ EXAMINES major policies that underlie the various activities of marketing in 
stitutions, with emphasis on the business, economic, and social implications of 
such policies. 

Instructor's Manual available 


Sales Management—3rd Edition 


HAROLD H. MAYNARD and JAMES H. DAVIS 
both of The Ohio State University 

Largely rewritten, the Third Edition of SALES MANAGEMENT recognizes 
and evaluates the many changes that have taken place in this important phase 
of business management during the past twenty years. It presents a comprehen- 
sive evaluation of the principles, policies, and procedures involved in the prac- 

tice of scientific sales administration. 
34 tllustrations, 14 tables; 666 pages 
@ EMPHASIS on the role of the modern sales administrator as a professional mar 

keting executive. 


@ NEW AND TOPICAL case problems designed to develop an analytical approach 
to the solution of basic problems. 


@ INTERESTING EXAMPLES of the best current sales practice illustrating funda- 
mental principles. 


@ AN ENTIRELY NEW SECTION devoted to break-even analysis in sales planning. 


Instructor's Manual available 
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Ee s Statistical Library Card File provides you 


MEDIA REPORTS 


for only the cost of machine tabulating 


e 72 National Magazines 


e All A.B.C. Newspapers and 
supplements 


@ Sales Management "Survey of 
Buying Power” 


(By special arrangement with Sales Management) 


Over 250,000 IBM cards available in one library to 
assist you in preparation of any type of media report 
For only the cost of machine tabulating. we can prepare 
statistical reports of individual or combined circulations 
by territories. branches. or divisions. Circulation data 
and coverage figures are printed as finished reports on 
our latest IBM tabulators Call for complete details. 


WORKMAN SERVICE, INC. 
320 N. Dearborn St., Chicago 10 WHitehall 4-6255 


Minneapolis, FEderal 2-8512 « Los Angeles, TRinity 9883 
New York, ORegon 4-5966 
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FRED EMERSON CLARK 


RED EMERSON CLARK, the American 
F Marketing Association's second presi- 
dent and its first from the academic field, 
earned his position of eminence in mar- 
keting through his scholarly writings and 
his wide influence as a teacher. His abil- 
ity to make friends of all he met greatly 
increased the sphere of his influence. 

Clark grew up in Albion, Michigan, 
graduated from Albion College, and went 
to the University of Illinois for graduate 
work in Economics where he attained the 
Ph.D. degree in 1916. After teaching ap- 
pointments at Delaware College and the 
University of Michigan, Clark became a 
member of the faculty at Northwestern 
University where he remained until his 
death. 

His major publication, Principles of 
Marketing, first published in 1922, fo- 
cused attention on Clark. In this volume 
he developed a framework of reference 
that remained useful to his students and 
colleagues for many years. Moreover, he 
succeeded in bringing to his readers and 
students a greater appreciation of the po- 
tentialities of and need for more analysis 
in a field characterized for the most part 
by description. His pioneering text re- 
mained a leader in its field for over 
twenty years in this country and abroad. 


It was translated into Japanese and pub- 
lished as a two-volume work in 1929. In 
1924 he brought out Readings in Mar- 
keting as a means of bringing to students 
a select group of current descriptive ar- 
ticles to supplement his basic text. 

Clark’s second major publication, in 
collaboration with L. D. H. Weld, was 
Marketing Agricultural Products in the 
United States, (1932). This volume 
served for several years as a leading text 
and reference volume in agricultural 
marketing. 

As a recognized authority in market- 
ing he prepared, as author or co-author, 
articles for the Encyclopaedia Britannica. 

Less conspicuous but equally impor- 
tant were Clark’s contributions as a 
speaker and a teacher. For over thirty 
years he helped to mold potential mar- 
keting teachers and executives, many of 
whom are prominent today. Students 
will remember him as a wise and skillful 
discussion leader who stimulated and en- 
couraged independent thinking; a lec- 
turer whose well-organized presentations 
of theory were influenced by the practi- 
cal wisdom of one in touch with the reali- 
ties of business and government; an un- 
derstanding teacher and friend whose in- 
terest in students continued long after 
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their university training was ended. 

He made a determined effort to de- 
velop younger men by providing them 
guidance and opportunity to work on 
their own. His graduate students will re- 
member the time and effort he devoted 
to bringing them in close touch with the 
leaders in the field at professional meet- 
ings. The contacts he was able to share 
with his students arose in part through 
his active role in the American Market- 
ing Association and its predecessor, the 
National Association of Teachers of Mar- 
keting and Advertising. 

In addition to his work as a consultant 
in marketing and sales administration to 
nationally known firms and as an expert 
witness in the court proceedings result- 
ing in the Packers’ Consent decree, Clark 
also served as a code authority and in 
other capacities under the National Re- 
covery Administration. 

From 1944 to 1946 he served as an ad- 
visor and committee chairman for the 
Committee on Economic Development. 
At the time of his death, he was Staff 
Economist of the Subcommittee on 
Trade Policies of the United States Sen- 


ate Committee on Interstate and Foreign 
Commerce then engaged in investigating 
basing-point pricing. 

Clark was fortunate in having the able 
assistance of his wife. Having been 
trained as a librarian and having earned 
a Master’s degree, Mrs. Clark was a great 
assistance in the preparation of the 1942 
revision of Principles of Marketing. In 
recognition of this, her name was carried 
as co-author. 

Recognition in the form of profes- 
sional awards came to Clark posthu- 
mously. In 1949 he was the recipient of 
the American Marketing Association's 
coveted Paul D. Converse Award for out- 
standing contributions to science in mar- 
keting and in 1953 was elected to the Dis- 
tribution Hall of Fame of the Boston 
Conference on Distribution. 

Fred Clark was a man of high ethical 
standards, a careful scholar, an outstand- 
ing teacher, and a developer of men. His 
influence in the field of marketing is still 
being felt through the men he devel- 
oped, the conceptual framework he pro- 


vided. R. M. CLewetrT 
Northwestern University 
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ANNOUNCEMENT OF ALPHA 
KAPPA PSI AWARD 


Wendell R. Smith was voted the Alpha Kappa Psi Award for his article, 
“Product Differentiation and Market Segmentation as Alternative Market- 
which appeared in the July 1956 issue of THE JOURNAL OF 
MARKETING. Dr. Smith is President-Elect of the American Marketing Associa- 
tion and is a partner in the Philadelphia consulting firm of Alderson & Ses- 
sions, Inc. The Alpha Kappa Psi Award of $100 is given to the author of the 
article appearing in THE JOURNAL during the previous year adjudged as most 
worth while by THE JoURNAL’s Board of Editors. 














THE NEW YORK DEPARTMENT STORE 
PRICE WAR OF 1951:' 
A MICROECONOMIC ANALYSIS 


RALPH CASSADY, JR. 
University of California, Los Angeles 


NTENSIVE competition among depart- 
I ment stores has prevailed in the New 
York market for 100 years or more. From 
time to time over a long period of years, 
price warfare has broken out among firms 
determined to prevail in the struggle for 
business. These “wars” typically involved 
R. H. Macy & Company and this firm’s 
various rival concerns as opponents.” 

For a number of years following the 
enactment of resale price maintenance or 
“fair trade” legislation in the mid- 
1930’s,> competitive struggles involving 
deep price cutting and undercutting were 
infrequent in New York as elsewhere. 
Then came the United States Supreme 
Court’s Schwegmann decision in May, 
1951, which freed nonsigner retailers 
from certain restrictions in the pricing of 
their goods, assuming interstate com- 
merce was involved, and allowed aggres- 
sive sellers to follow their own individual 
policies in pricing their merchandise.5 A 
bitterly fought price war ensued. 


+ Adapted from a section of a general study of 
price wars to be published later. 

* For accounts of earlier price struggles, see, for 
example, Ralph M. Hower, History of Macy’s of 
New York, 1858-1919 (Cambridge: Harvard Univer- 
sity Press, 1943). See, particularly, pp. 21, 168, 288, 
291-94, and 349-60. 

* This included (a) state laws (in most states) legal- 
izing the issuance of contracts by manufacturers 
which bound distributors within that state to any 
prices set by manufacturers and (b) a federal law 
legalizing contracts between manufacturers and dis- 
tributors located in different “fair trade” states. 

* See Schwegmann Bros. v. Calvert Distillers Corp., 
314 U. S. 384 (1951). 

*In the Schwegmann decision, the Court said in 
effect that the federal Tydings-Miller law applied 
only to signers of state “fair trade” contracts and 
not to nonsigners (who are purportedly bound by 
the terms of the law). The result is that nonsigner 
firms such as Macy’s were freed from “fair trade” 


INCEPTION OF THE “WAR” 


The key factors in this price war were 
R. H. Macy & Company—long a cham- 
pion of free pricing and perennially an 
aggressive element in the New York mar- 
ket—and Gimbel Brothers, almost, if not 
quite, as aggressive and located just across 
the street from Macy’s on Herald Square. 
The Macy slogan, ““We endeavor to save 
our customers at least 6% for cash, ex- 
cept on price-fixed goods,’’® was at least 


restrictions on all merchandise which had been 
transported in interstate commerce. 

However, the nonsigner clause in “fair trade” con- 
tracts continued to apply in any transactions which 
were neither in nor affected by interstate commerce. 
Moreover, the law presumably was still enforceable 
in the case of signatories of interstate contracts. It 
is interesting that an attempt was made to enjoin 
Macy’s from undercutting “fair trade’’ prices on 
certain drug items which were supposed to have 
originated in New York State and remained in intra- 
state commerce but with little, if any, effect on the 
course of the “war.” 

* The store explains its 6-per cent policy in a 
pamphlet entitled “Here’s How Macy’s 6% Cash 
Policy Saves You Money,” as follows: “This policy 
begins with the endeavor to price every article in 
Macy’s originally at 6%, less than identical or com- 
parable merchandise in charge account stores (ex- 
cept those items price-fixed by law). ... To back 
up this policy ... Macy’s maintains the largest 
staff of comparison shoppers in the world to ‘police’ 
the correctness of our prices. They make an average 
of 35,000 shoppings a week. Before any Macy adver- 
tisement appears the Comparison Office has shopped 
stores in the Metropolitan area of New York to check 
that the Macy price is at least 6% less. . . . If you 
find the price of any article in Macy's (not price- 
fixed by law) is not 6% less than that charged by a 
credit store, we would appreciate your reporting it 
either to the Comparison Office . . . or to any sales- 
clerk in the department where this merchandise is 
carried. Or, if you bought an article at Macy's and 
then discover it is being sold for less in a charge ac- 
count store, notify us at once. . . . The Comparison 
Office will check immediately and as soon as your 
report is confirmed, Macy’s will refund the difference 
plus 6%.” 
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theoretically offset by the Gimbel motto, 
‘““Nobody—but nobody—undersells Gim- 
bel’s.” This “war” was not a duel, how- 
ever. Other important competitive fac- 
tors in the 1951 “war” were Abraham & 
Straus (a Brooklyn concern),’ Blooming- 
dale’s (a Manhattan firm), and Namm’s 
(a Brooklyn store)*—all large departmen- 


talized retail institutions. Even the stores ° 


which did not actively participate in the 
struggle were affected by it. 

There have been all kinds of explana- 
tions of the New York department store 
price war of mid-1951. It has been sug- 
gested that the stores were heavy with in- 
ventory and were happy to have the op- 
portunity of unloading.’° Some have felt 
that the stores in Herald Square—Macy’s, 
Gimbel’s, and Sak’s-34th Street, which 
were somewhat isolated by a shift in the 
center of shopping—might have used the 
price war as a strategic device to draw 


* Abraham & Straus reportedly was a tougher com- 
petitor than Gimbel’s, possibly because it felt that it 
had to provide attractive enough prices to prevent 
an exodus of Brooklyn shoppers to Herald Square. 
The result is that: (1) this institution reduced its 
prices on a wider list of items than did other com- 
petitors, and (2) this store was not always satisfied 
to just meet Macy's price but would often undercut 
Macy’s quotations. 

5 Bloomingdale’s indicated early in the “war” that 
it was reluctantly entering the conflict but would 
“meet competition.” According to one of the store’s 
executives, in a conversation with the author some 
time after the “war's” end, it reduced prices in all 
departments without fanfare and, in some instances, 
for harassment purposes evidently, suddenly under- 
cut its own reductions with the result that Macy’s 
“did not know what was going on” and consequently 
was unable to meet the reductions. 

* Namm’s reportedly assumed a passive role in the 
“war” and followed the policy of placing price-cut 
merchandise out of sight so that the customer had 
to ask for it. “Price War Widens... ,” The New 
York Times, June 5, 1951, p- 34- 

* For example, Mrs. Sara Pennoyer, then Vice 
President and Sales Promotion Manager of James 
McCreery and Company in New York, said in an ad- 
dress made before the Advertising Association of 
America in St. Louis (“Price War in City Laid to Ad 
Failure,” The New York Times, June 11, 1951, p. 34) 
that the New York price war could be ascribed, in 
part at least, to failure of advertising to move in- 
ventories that were heavier than the merchants liked 


to carry. 


customers to their establishments. Others 
have thought, perhaps correctly, that 
Macy’s was simply attempting in a dra- 
matic way to implement the impression 
that the store’s prices were generally 
lower than those of competitors. 

It is difficult to evaluate these factors. 
It is not difficult, however, to recognize 
the key factor leading to the initial re- 
ductions. It was simply that R. H. Macy, 
for many years committed (or at least 
ostensibly committed) to a policy of un- 
derselling credit-store competition, sud- 
denly found itself freed by the Schweg- 
mann decision to reduce prices of prod- 
ucts which had been price fixed. The 
store management felt that, in order to 
be consistent in its policy, it had no al- 
ternative but to reduce prices when per- 
mitted by law to do so." 

Competitive stores, particularly Gim- 
bel’s, felt that the Macy policy was in- 
valid’? and that the move from their 
points of view was intolerable, especially 
when made with so much fanfare. This 
would suggest that the basic cause of the 
“war” was the Macy policy of purporting 
to sell for less combined with a highly 
antagonistic attitude toward Macy's com- 
petitive activities on the part of the 
store’s New York competitors which 
caused them to challenge the Macy 
move.'® Fundamentally, this “war” ap- 
pears to have resulted from the change 
in market conditions occasioned by the 


™ See the first sentence of the Macy policy, foot- 
note 6 above. 

* A top executive of a large retail competitor of 
Macy’s told this author in strongest possible terms 
that the Macy policy is unsound because (1) cost 
savings amount to much less than the highly pub- 
licized 6 per cent and that in any case (2) no firm 
can consistently undersell rivals on tens of thousands 
of items no matter how much effort they expend in 
shopping competitive institutions. 

® On a basis of conversations with executives of 
Macy competitors after the “war,” this author con- 
cluded that the emotional attitude toward Macy’s 
must have had some effect on the outbreak of hos- 
tilities, although it could be that the antipathy to- 
ward R. H. Macy & Company resulted from rather 
than caused the “war.” 
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Supreme Court decision rather than from 
the existence of freedom of pricing per 
se. 

It is difficult to decide with any degree 
of firmness who was responsible for initi- 
ating the conflict. One must, of course, 
distinguish between a finding as to who 
initiated a series of competitive moves 
and the fixing of the responsibility for an 
ensuing price war. The fixing of responsi- 
bility depends on whether Macy’s can be 
said to have been justified in offering its 
merchandise at a 6-per cent saving on a 
basis of its cash operation. If so, the re- 
sponsibility is on the shoulders of those 
who met or undercut Macy’s prices; if 
not, the responsibility must be borne by 
Macy’s. 

There is little question, however, as to 
the actual sequence of events leading to 
the conflict: The Schwegmann decision 
was handed down by the United States 
Supreme Court on Monday, May 21, 
1951, and a little over a week later—on 
Tuesday, May 29, 1951—R. H. Macy & 
Company ran a two-page advertisement 
in the New York papers announcing 6- 
per cent price reductions on 5,978 items 
which were formerly price fixed under 
“fair trade” legislation.** This advertise- 
ment also carried the price-fixed and the 
price-free quotations on over 100 of the 
almost 6,000 branded merchandise 
items.'5 

On a basis of the type of rivalry pre- 
vailing in the New York department 
store trade in 1951 and the nature of the 
merchandise offered, it is not at all sur- 


“ See, for example, the two-page advertisement en- 
titled “Now You Can Buy 5,978 ‘Price-Fixed’ Items 
at Less Than Price-Fixed-Prices—at Macy's,” The 
New York Times, May 29, 1951, pp. 6 and 7. See also 
the Wall Street Journal of May 29, 1951, pp. 6 and 7. 

* These included bedspreads, books, branded 
drugs, candy, children’s clothing, cigars, cosmetics, 
fountain pens, games, garden equipment, ginger 
beer, home appliances, kitchenware, men’s clothing, 
movie cameras, pocket lighters, portable typewriters, 
smoking equipment, toothbrushes, etc. 


prising that prompt retaliatory action 
was taken by Macy competitors. Actually, 
one hour after the opening of Macy’s 
store on the morning the Macy adver- 
tisement appeared, Gimbel’s began to 
meet the cut.’° By noon, Abraham & 
Straus in Brooklyn not only met but un- 
dercut prices by 10 per cent or even more 
on some of the items offered by Macy’s."? 
Macy’s soon learned of rivals’ retaliatory 
action through its comparison shoppers 
and reduced its prices to 6 per cent under 
the competitors’ quotations in line with 
its traditional cash-saving policy.’* Gim- 
bel’s again matched Macy's. Hearn’s, 
Bloomingdale’s, Namm’s, and other 
stores soon became involved in the bat- 
tle, albeit reluctantly. Before the day was 
out, most of the leading New York de- 
partment stores were engaged in a full- 
scale price war. 


SUBSEQUENT DEVELOPMENTS 


It is clear from the record that the 1951 
price war involved well-known branded 
items and that, unlike most price wars, 
many of these were high-unit-value dura- 
ble consumption products. Among the 
most publicized items on which deep cuts 
were made during the ‘“Macy-Gimbel” 
price war were Toastmasters, Mixmas- 
ters, Lewyt vacuum cleaners, Palm Beach 
suits, Underwood typewriters, Coffee- 
matic percolators, Bayer aspirin, Ronson 
lighters, Webster three-speed record play- 
ers, Waterman pens, Regina v axers, and 
Swank jewelry as well as current best- 
seller books. All except two of these items 

*“Price War Set Off in Stores; Some Goods Re- 
duced 30%,” The New York Times, May 30, 1951, 
p- 1. Meeting price cuts was inevitable if only for the 
reason that customers played one store against the 
other. (“Customers Scheme to Get Best Buys,” The 
New York Times, January 1, 1951, p. 16.) 

* “Price War Set Off in Stores . . . ,” op. cit., p. 1. 

* The Macy policy during a price disturbance, as 
explained to the author by store executives, is to en- 
deavor to keep under the competitors’ prices by 6 
per cent until invoice cost in reached and after that 


point to simply match whatever reductions are made 
by rivals. 
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—Regina waxers and Webster player at- 
tachments—were on the original list pub- 
lished by Macy’s in its opening barrage. 
New items added later included Astral 
refrigerators, Dormeyer mixers (which 
were featured when Mixmasters were 
sold out), Scott-A twater outboard motors, 
Sunbeam hedge trimmers, RainKing 
sprinklers, and Goodrich Koroseal hoses. 

Of the almost 6,000 items on which 
prices were originally reduced 6 per cent 
by Macy’s, only a small percentage be- 
came involved in the downward spiraling 
developing out of intensive price compe- 
tition and were deep cut.’® Of those 
which were deep cut, only a very few 
went substantially below cost.?° If it had 
not been for the relatively narrow list of 
deep-cut items, the solvency of partici- 
pating stores might have been endan- 
gered.*1 As it was, Macy’s stated in its 
1951 annual report that the “war” had 
been “expensive.”’?? 

Prices of many of the items on which 
price competition was focused dropped 
' very rapidly. This was true, for example, 
of Toastmasters, Mixmasters, and Palm 
Beach suits. Prices of such items were 
about as low on May 31, the second day 


® These included Palm Beach suits price-fixed at 
$29.95 and reduced to $16.95, Mixmasters price-fixed 
at $46.60 and reduced to $26.59, Lewyt vacuum 
cleaners price-fixed at $89.95 and reduced to $58.63, 
etc. 

* These included the best seller From Here to 
Eternity, ultimately reduced from $4.50 to $1.44, and 
Bayer aspirin, which slipped from 59 cents to 4 
cents. It is interesting that prices would sink to such 
low levels in view of Macy’s policy set forth in foot- 
note 18 above. Assuming that Macy’s adhered to its 
policy, we must conclude that at least one competi- 
tor undercut Macy’s prices after invoice was reached. 

Mr. Fred Lazarus, Jr., president of Federated 
Department Stores, Inc., said at one point during 
the “war” (“Lazarus Predicts Steady Fail Prices,” 
The New York Times, June 8, 1951, p. 43) that there 
was no evidence that the price war was spreading to 
all store merchandise and that “should that happen, 
the stores would be bankrupted.” 

= The Annual Report for the Fiscal Year Ended 
July 28, 1951—R. H. Macy & Co., Inc. and Subsidi- 
aries, p. 8. 


of the price war,”* as they ever went (that 
is, approximately at invoice cost). Others 
did not drop as fast and were consider- 
ably lower a week or so later than they 
were the second day of the “‘war.’”’ Such 
items included Underwood typewriters, 
Waterman fountain pens, and Ronson 
pocket lighters. 

It is difficult to provide a completely 
satisfactory explanation as to why there 
was such a marked difference in the 
tempo of the reductions. It might, of 
course, have been due to variations in 
consumer preference for individual items 
or brands and that antagonists would try 
to outdo each other on popular items at 
the outset of the struggle. 

In the initial stage of the conflict, the 
opening prices of warring vendors were 
only points of departure for further cuts 
during the day.** But soon a measure of 
stability was reached, although, of course, 
at considerably lower than normal levels. 
Because of nonperfect market conditions 
(for example, absence of prompt and 
complete information about competitors’ 
quotations), prices of fast-changing items 
were not necessarily identical in partic- 
ular stores at any one moment of time, al- 
though they were for the most part 
closely similar. 

The consumer response to the price 
battle was tremendous. Even on the first 
day of the “war,” there were crowds of 
customers on hand despite publicity limi- 
tations and inclement weather. Much of 
this abnormal sales activity was concen- 
trated on a relatively small list of items. 
For example, at one time early in the 
“war,” Gimbel’s sold 5,100 Palm Beach 
suits in three days when normal sales 


* As will be recalled, the “war” started on Tues- 
day, May 29, but Wednesday, May 30, was Memorial 
Day, a holiday. 

*In the early stages of the “war,” prices of many 
items were changed at frequent intervals. As an in- 
dication of the rapidity of price changes, the Dow- 
Jones stock ticker carried certain New York depart- 
ment store prices during one phase of the price war. 
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were about 150 garments per day and 
5,280 Toastmasters when the daily norm 
was 40.*5 “Warring” stores were distrib- 
uting a large proportion of certain 
makes of appliances sold in the New York 
market. In fact, Macy’s alone was doing a 
substantial share of the New York busi- 
ness in Mixmasters and other Sunbeam 
appliances.”° 

Within a few days after the inception 
of the “war,” heavy selling activity re- 
sulted in temporary out-of-stock condi- 
tions in popular items.?’ Unusually heavy 


*“Stocks Exhausted by Price War Here,” The 
New York Times, June 2, 1951, p. 22. This tremen- 
dous sales activity must have adversely affected store 
efficiency. For example, at one time when Bayer 
aspirin was being offered at 4 cents per hundred, 
there was a line a half a block long leading into the 
Macy drug department. Somewhat the same situa- 
tion occurred with other merchandise items. Under 
such circumstances, not only is the store out of 
pocket on each sale (about 32 cents in this instance) 
but very possibly (a) costs are increased by such op- 
erations—in clerk’s time, for example—and (b) sales 
of other items are adversely affected because of the 
disrupted service. 

* There is some evidence of the impact of the 
price war on the sales by various competitors, at 
least in certain types of items. Sunbeam Corporation 
—manufacturer of Mixmasters and other appliances 
—has for many years inserted in each appliance 
carton a so-called guarantee-registration card, which 
the customer is asked to fill out and return. One 
datum on this card is the name of the retailer from 
whom the item was purchased. Through experience, 
Sunbeam knows that there is a reasonably constant 
percentage of returns to sales. As a result, the com- 
pany is able to determine (a) how many of its ap- 
pliances have actually moved into the hands of con- 
sumers, and (b) what stores made the sales. 

According to Sunbeam data (Sunbeam Corpora- 
tion v. R. H. Macy & Co., et al., Complaint [October, 
1951], p- 40), less than 3.5 per cent of the New York 
Mixmaster business was done by Macy’s during the 
11 weeks preceding the price war, while over 56.0 
per cent of the New York sales of Mixmasters were 
made by Macy’s during the 10 weeks following the 
beginning of the “war.” The experience of Abraham 
& Straus in Brooklyn was similar (ibid., pp. 41-42)— 
in the 11 weeks preceding the price war, this store 
sold 2.5 per cent of the Mixmasters distributed in 
that community; but during the 10 weeks after the 
start of the “war,” it sold almost 60.0 per cent. 

*™Some suppliers made it difficult for price cut- 
ters to obtain merchandise. Certain manufacturers 
(including the makers of Bayer aspirin and Ever- 
sharp pens) refused to accept orders for merchandise 


selling activity in deep-cut items had the 
effect of enhancing total sales of partici- 
pating stores (or at least some of them). 
Survey results show that sales of such 
stores during the month of June, 1951, 
were substantially higher than those of 
the previous June.*® 

The New York price war was confined 
to relatively few retailing institutions, 
mostly department stores in dc .sntown 
Manhattan. Fifth Avenue retail institu- 
tions did not participate in the conflict, 
although they probably were not unaf- 
fected,?® and representatives of several 
Fifth Avenue stores stated that it was not 
their policy to meet price-cutting compe- 
tition.*° However, the “war” did extend 


from price cutters. It is interesting that the makers 
of Palm Beach and Springweave suits reportedly cut 
off supplies to Macy's only on the ground that this 
firm was the initiator of the “war” and the others 
were only “acting defensively.” 

* A survey of 13 New York and Brooklyn depart- 
ment stores made by The New York Times revealed 
a 14-per cent gain in June sales over those of a year 
before. Sales varied, of course, among stores. The 
sales volume of one retail institution was up 33.4 
per cent. As one might expect, the largest increase 
appeared in major appliances and housewares. Men's 
clothing, books, toiletries, furniture, floor coverings, 
and radios and television sets showed increases also. 
See “Price War Spurs June Store Sales,” The New 
York Times, July 3, 1951, P- $4- 

* It is interesting to find in the same issues of The 
New York Times which reported deep-cut prices on 
Palm Beach suits at $16.95 or thereabouts, identical 
merchandise advertised by certain Fifth Avenue re- 
tailers at the “fair trade” price of $29.95. In at least 
one instance, this was not as incongruous as it ap- 
peared because the three leading antagonists in the 
price war were all momentarily out of Palm Beach 
suits. In at least one other instance, however, the 
suits evidently were available in both types of stores 
at widely divergent prices. 

There are several possible explanations for this: 
(a) Fifth Avenue stores cater to a somewhat different 
market than the mass-selling institutions; (b) some 
consumers undoubtedly would consciously avoid the 
crowded conditions in a “warring” store; and (c) the 
stores which are not involved in the price war have 
a better selection of sizes, colors, and styles. However, 
there are no data indicating the extent to which the 
participants in the price war made inroads on sales 
of the Fifth Avenue establishments. 

* “Macy's Cut Prices 6% on ‘Fixed’ Items; A “War’ 
Is Foreseen,” The New York Times, May 29, 1951, p. 
1. 
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to the Bronx—one outlying store adver- 
tised that it would cut prices to meet or 
beat downtown competition on such 
well-known items as Toastmasters, Mix- 
masters, and Lewyt cleaners. This move 
resulted in tremendous consumer re- 
sponse in that area.*! 

A survey of neighborhood hardware, 
appliance, and household-goods stores 
indicated that their prices were affected 
by the intensive price competition of 
downtown stores. Reports indicated that 
prices in such outlying institutions were 
often made on a negotiated basis between 
buyer and seller, prompted by deep-cut 
quotations downtown.*? Later in the 
“war” the merchants of Jersey City coop- 
erated in attempting to dissuade Hudson 
County shoppers from taking advantage 
of the low prices prevailing in the New 
York department stores by offering off- 
setting bargains in their own community. 
Specifically, these sellers staged a defen- 
sive three-day “war” of their own, dur- 
ing which Toastmasters and Mixmasters, 
among other items, were reportedly of- 
fered at deep-cut prices.** 

Price cutting in the “Macy-Gimbel” 
engagement appears to have followed a 
fairly regular pattern.** Generally speak- 


™“Price War Widens; 3 Injured in Bronx,” The 
New York Times, June 1, 1951, p. 1. 

*“Small Shops Rock in Price-War Wake,” The 
New York Times, June 1, 1951, p. 16. Most merchants 
granted price cuts when the buyer was able to prove 
(usually by a newspaper item) that a lower price was 
obtainable elsewhere. (Ibid.) 

* “Jersey Stores Organize Own 3-Day Price ‘War,’” 
The New York Times, June 21, 1951, p. 12. 

* There had been for some time, however, what 
one might term a “cold war” being waged in New 
York City between discount houses and regular 
merchandising institutions. There is little question 
that a great deal of price cutting on price-main- 
tained, durable-consumption merchandise occurred 
in the New York market even before the Schweg- 
mann decision. For example, shopping of retail stores 
handling G. E. appliances from March 7 to June 3, 
1950—undertaken by R. H. Macy and by General 
Electric—revealed that well over 70 per cent of the 
stores were selling G. E. appliances below “fair 
trade” prices. (See General Electric Co. v. R. H. 


ing, Macy’s instituted the price cuts, 
which were met or exceeded by competi- 
tors, and then Macy’s again cut under 
the competitors’ price by 6 per cent. This 
pattern was repeated, in some instances 
at least, until the price of the item was 
reduced to invoice cost level. According 
to Macy’s, any further cuts which were 
initiated by their competitors were met 
by Macy price makers.*® 

It should be noted that the original 
cuts made by Macy’s applied to almost 
6,000 items and that presumably some 
selection of the particular items on which 
head-on conflict would be focused was 
made by Macy’s competitors by the proc- 
ess of either meeting or ignoring Macy 
reductions. It would be reasonable to as- 
sume that the size of inventories in vari- 
ous lines carried by these retail institu- 
tions had some influence on the choice 
of the items which were reduced in price, 
although the popularity of the item was 
perhaps of paramount importance. 

One final point: The stores involved 


Macy & Co., Inc., Brief on Behalf of Appellant, 
original action instituted March 28, 1950, p. 58.) 
There was, in fact, so much price cutting in these 
lines, in Macy’s opinion, that in March of 1950 the 
store reduced prices of two G. E. appliances 20 per 
cent below “fair trade” quotations, although the 
firm did not advertise the reduction. (/bid., p. 32.) 

There is considerable legal precedent indicating 
that the courts should not enforce “fair trade” laws 
against one violator if the market is demoralized. 
(See, for example, Calvert Distillers Corp. v. Nuss- 
baum Liquor Store, Inc., 166 Misc. (N.Y.) 342 (1938); 
Ray Kline, Inc. vy. Davega-City Radio, Inc., 168 Misc. 
(N.Y.) 185 (1938); Automotive Electric Service Corp. 
v. Times Square Stores Corp., 175 Misc. (N.Y.) 865 
(1940); and Carstairs Distillers Corp’n v. Morris 
Heights Liquor Shop, Inc. N.Y.L.J., July 23, 1941, p. 
179, col. 2.) 

However, in an action directed against the Macy 
move under the “fair trade” law of New York, the 
store was enjoined from selling appliances below the 
minimum price fixed by G. E. in its “fair trade” 
agreements despite the existence of considerable 
price cutting by the discount houses on the grounds 
that the existing price cutting did not constitute a 
breakdown of the price structure! (General Electric 
Co. v. R. H. Macy & Co., Inc., 199 Misc. (N.Y.) 87, 
97-98, 1951.) 

* See footnote 18 above. 
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in the struggle used relatively little news- 
paper advertising to publicize the cut- 
price offerings, although a _ limited 
amount was used.** However, news of 
the battle was by no means lacking. On 
the contrary, word of the encounter 
spread rapidly by means of front-page 
stories in the New York newspapers,** 
commentaries presented over the radio, 
and word-of-mouth advertising. In fact, 
stories of the price battle were of great 
national interest. 


TERMINATION OF PRICE WAR 


It is very difficult to make a clear-cut 
statement with respect to the length of 
the New York department store price 
war of 1951. The severe price cutting 
evidently was largely over in early Au- 
gust, six weeks after the “war” started. It 
is true, however, that some “guerilla 
warfare” continued for a considerable 
time, even into early 1952, and certain 
prices were not restored until many 
months later.** 

There is little question that before 
long the department store price war be- 
gan to lose consumer appeal and, further, 
that profits of participants were seriously 


“For example, The New York Times for June 14, 
1951, carried a large advertisement on p. 11 reading 
“. .. Nobody beats Gimbel prices ... Bottle of 
100 Bayer Aspirin 8¢ COMPARE ...” and then 
there followed a list of go or so items giving the 
former fixed price and the much lower price then 
in effect at Gimbel’s. 

* One retailer not involved in the “war” com- 
plained that the price cutters were getting advertis- 
ing free which cost him $1.50 a line. (See “Macy's Is 
Assailed on Price-War Role,” The New York Times, 
June 8, 1951, p. 41.) It is true that front-page stories 
appeared in The New York Times May 29, May 30, 
June 1, June 2, June 3, June 4, June 5, June 6, June 
7, June 8, and June 10, not to mention the other 
New York papers, while the Times carried numerous 
other stories on other days and on other pages. 

* Even in the fall of 1953, over two years after 
supposed termination of the 1951 price war, some 
items reportedly were still being deep cut. This 
included Decca records, which normally sell for 89 
cents but which were being sold at that time for 
58 cents. 


affected.*® Consequently, there was un- 
doubtedly a desire on the part of those 
engaged in the conflict to bring the strug- 
gle to an end as quickly as possible with- 
out losing face. However, there were 
practical difficulties in implementing 
such a desire.*° One of these certainly was 
the strong position each principal had 
taken with respect to the soundness of his 
own original move. And hence each pre- 
sumably would have some hesitation in 
retreating from the position taken be- 
cause of loss of face. 


* While it would be theoretically possible to 
maximize net revenue (gross margin minus expenses) 
by substantially increasing sales on a short-margin 
basis (see Ralph Cassady, Jr. and Wylie L. Jones, 
The Nature of Gasoline Distribution at the Retail 
Level, Berkeley, University of California Press, 1951, 
pp. 129 and 166), it is not likely to eventuate in a 
price-war situation. There are several reasons for 
this: (1) margins become very narrow and even non- 
existent during price wars, (2) bargain-conscious 
customers concentrate their purchasing power on 
price-cut merchandise and buy little regular-priced 
goods, and (g) crowds tend to disrupt normal store 
activities and create operating inefficiencies. 

“ There is some evidence of an attempt to restore 
former prices by at least one of the participants early 
in the “war.” For example, on May 31 Blooming- 
dale’s reportedly attempted to restore prices on Palm 
Beach suits (to the price-fixed level) after its com- 
parison shoppers reported that Macy’s stock was ex- 
hausted. (“Price War Goes on at a Rising Tempo,” 
The New York Times, June 1, 1951, p. 16.) 

Later in the price war Macy’s, in at least two in- 
stances, made moves toward restoring prices to their 
previous levels. One of these involved summer suits. 
In the June 10, 1951 issue of The New York Times 
(pp- 18 and 19) there were two half-page ads listing 
three dozen or more items, all of which were price 
cut to some degree. Among the items were men’s 
Palm Beach and Springweave suits. The former, 
originally priced at $29.95 and early in the “war” at 
$16.95, were now being offered for $28.14 which is 
almost exactly 6 per cent less than the fixed price. 
Most of the other items were deep cut in varying 
degrees. This suggests that Macy’s may have made 
this move in an attempt to lead prices back up. 

The other item on which there was a partial res- 
toration in price was Bayer aspirin. In late June 
Bayer aspirin, which had been offered earlier for as 
low as 4 cents per hundred, was priced at Macy's at 
36 cents. It is interesting that (a) Macy’s own brand 
of aspirin was selling for 11 cents per hundred at this 
time and (b) Gimbel’s had none of the Bayer brand 
in stock (“Some Levels Raised by Price War Stores,” 
The New York Times, June 27, 1951, p. 31). 
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First-hand intensive investigation by 
the author failed to provide a clear-cut 
explanation of how this “war’’ was ter- 
minated. Because of the hostile attitude 
of the antagonists toward one another, it 
is unlikely that any of the retail firms 
“gave in” with a resulting restoration of 
prices or that participants agreed to raise 
prices simultaneously. And certainly 
the passage of the McGuire Act and the 
re-establishment of the constitutionality 
of “fair trade” contracts in interstate 
commerce had no effect on termination. 
Actually this law was not enacted until 
mid-July 1952, long after the conflict was 
ended. 

As was mentioned earlier, the “war” 
did not end suddenly; rather, the process 
of restoration of prices to former levels 
was gradual.*! There is evidence that the 
methods by which prices were restored 
differed considerably. For example, some 
merchandise (such as Palm Beach suits) 
was seasonal in nature, and obviously the 
price cutting ended when the merchan- 
dise was finally closed out for the year. 
The manufacturers of other items on 
which prices were cut refused to supply 
the merchandise unless an agreement to 
maintain prices was reached or a “fair 
trade” contract was signed.*” 

Moreover, as stores exhausted their 
stocks of price-cut merchandise, or pre- 
tended they were out of it,** competitors 


“ According to a statement made to the author by 
an executive of one of the participating stores: 
“Prices ‘inched up’—it was a gradual return to 
normal levels.” 

“ Macy’s assertedly would not sign a “fair trade” 
contract, but would write a letter to the manufac- 
turer indicating that it intended to adhere as long 
as competitors refrained from cutting prices. But 
see “Macy's Reportedly Signs First ‘Fair Trade’ Con- 
tract with Simmons Co.;...” The New York 
Times, June 29, 1951, p. 29. 

“ There is no question that in some instances New 
York stores actually withdrew merchandise from 
forward stock just for the purpose of providing a 
basis for the restoration of prices. 


took advantage of the situation to restore 
prices to original levels. Reportedly, cer- 
tain merchants entered into arrange- 
ments with manufacturers to be ostensi- 
bly out of stock for a day or so during 
which time competitive sellers would re- 
store prices. This would provide the ag- 
gressor with an excuse for increasing his 
prices. 

One wonders how the issue of the 
6-per cent differential, which finally had 
to be faced when the prices reached the 
original level, was resolved. The state- 
ments by representatives of the stores are 
in conflict on this point. 


CONCLUSIONS 


It has been argued that Macy’s erred 
badly in initiating the price reductions 
which led to the 1951 department store 
price war. Some observers contend that 
the company foolishly entered an en- 
gagement that it could not win.** They 
argue, further, that by precipitating the 
conflict the concern contributed to the 
victory of the “fair trade’ forces in the 
Congressional battle involving the pas- 
sage of the new “fair trade” legislation 
which was being considered at that 
time.*® 

At least two Macy executives have con- 
tended that the company was obliged in 
good faith to reduce prices in accordance 
with its policy when free to do so. How- 
ever, it might be argued that strategically 
it was not necessary for Macy’s to disrupt 
the whole price structure even when ad- 


“ The Macy Board of Directors evidently was not 
satisfied with the strategy which led to the conflict 
because the top executive of the New York store at 
the time of the “war” was very shortly deposed. 

“ Adherents of “fair trade” have stated that from 
one standpoint the price war was “welcome,” espe- 
cially if it became nation-wide (“Price War Flares 
Among City Stores,” The New York Times, May 30, 
1951, p. 18). The point is that a price war of this type 
might suggest the need for “fair trade” legislation to 
those having legislative responsibility. 
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hering to its policy. Not one but three 
courses of action were open to Macy’s: 
(a) making an all-out and well-publicized 
effort to undercut the market on items 
which were formerly price fixed under 
the Feld-Crawford (“fair trade”) Act—the 
plan that was followed, (b) disregarding 
the opportunity of legally reducing 
prices and failing to make any move in 
this direction, or (c) reducing prices 6 
per cent on previously price-fixed items 
without any special fanfare. 

Some feel that the last-mentioned 
move would have been preferable. In 
following this procedure, the store would 
have at once lived up to its obligation to 
its customers and avoided becoming in- 
volved in a costly struggle with its com- 
petitors. It may be thought by some that 
the cost of this “war” to society was too 
high—that it not only strengthened the 
hand of “fair traders’’ but caused Macy’s, 
a former champion of aggressive price 
competition in the New York area, to 
adopt a less aggressive attitude in pricing 
matters. 

In longer run terms, however, it may 
be that little harm has been done to our 
competitive structure by the Macy move 
—even assuming the results indicated. 
For one thing, latest reports suggest that 
“fair trade” laws are repeatedly meeting 
reversals in the courts of the various states 
on constitutional and other grounds.*® 


“Until a year or so ago and for a considerable 
period prior thereto (except for the hiatus of federal 
control between the striking down of the Tydings- 
Miller Act and the enactment of the McGuire law), 
the legal status of resale price maintenance was rela- 
tively clear and generally stable. “Fair trade” laws 
were in effect in 45 of the 48 states—all except Mis- 
souri, Texas, and Vermont—and in the main there 
seemed to be little question about their interpreta- 
tion. 

At this writing (August 1956), considerable change 
has taken place in the price-maintenance picture be- 
cause of the recent invalidation of some of the “fair 
trade” laws by state courts. Thus, according to 
Professor William F. Brown, the state courts of 
Arkansas, Colorado, Florida, Georgia, Indiana, Ken- 


For another, this freeing up of competi- 
tive activities in pricing matters will ac- 
centuate opportunities for those who are 
willing to vigorously strive for business 
and this should have a salutary effect on 
compétitive intensiveness. 

One may conclude that the competi- 
tion of those who do not rely for success 
on legislative crutches promises to make 
increasingly serious inroads on the busi- 
ness of those who do. If a merchandising 
institution is to avoid disaster, it must 
consider competitive forces in deciding 
how it will operate its business. If the ag- 
gressive vendors of yesteryear (or any one 
of them) decide to assume a more passive 
role in the “battle” for business than 
they have previously taken, other “war- 
riors” undoubtedly will be happy to 
snatch up the discarded mantle of aggres- 
sive market leadership and carry on the 
fight for patronage on a basis of lowest 
price offerings.** Society has no interest 
in what institution assumes this role just 
so long as the function is performed. 


tucky, Louisiana, Michigan, Nebraska, Oregon, 
South Carolina, Utah, and Virginia have rendered 
unfavorable decisions in cases involving “fair trade” 
laws. 

These invalidations have resulted mainly from 
findings that the “non-signer” clauses of these laws 
(by which a price may be legally maintained if one 
signer negotiates a contract and notice is given the 
others) violate the due-process clauses of the con- 
stitutions of these states. However, one enactment 
was struck down, interestingly enough, because of 
the primacy of an antimonopoly law with which it 
was found to be in conflict (Virginia). While some of 
these adverse decisions handed down by lower courts 
remain untested in higher courts (those in Colorado, 
Indiana, Kentucky, South Carolina, and Utah), most 
have been affirmed by state Supreme Court decisions 
(those in Arkansas, Florida, Georgia, Louisiana, 
Michigan, Nebraska, Oregon, and Virginia). For 
further information on this matter, see “Legislative 
and Judicial Developments in Marketing” (W. F. 
Brown, Editor) in recent issues of this journal. 

“ This role of aggressive leadership, of course, may 
be divided among many institutions carrying differ- 
ent lines of merchandise (for example, appliances, 
drugs, soft goods, etc.) rather than concentrated in 
any one store. 





THE EXPERIMENTAL GAME! 


CYRIL C. HERRMANN and JOHN B. STEWART 
Arthur D. Little, Inc., and Massachusetts Institute of Technology 


JHEN he spends money on a new 
W product, the consumer expects a re- 
ward in terms of satisfaction that will off- 
set the cost of the product. But how does 
a consumer regard the risk and the re- 
ward he expects in trying something 
new? This information is important to a 
manager responsible for advancing the 
competitive standing of his company. 

Consumer behavior in the market is 
not easily understood. Since the market 
is a complex research universe, an un- 
known number of variables influence 
consumer behavior, and these variables 
are difficult to isolate and to hold con- 
stant. It is equally difficult to apply the 
research methods of the physical scientist 
to the area of consumer behavior. Al- 
though much progress has been made by 
the social sciences in providing greater 
insight into the reasons underlying con- 
sumer behavior, the search continues for 
improved research methods to extend 
and to refine these basic understandings. 

In looking for a way to study the effects 
of uncertainty in the mind of the con- 
sumer, we found that a few psychologists 
had approached the problem by playing 
carefully designed games with research 
subjects and then studying their reac- 
tions to different kinds of situations in- 
volving risk. This method of research has 


been named the “experimental game.” ' 


The experimental game permits labora- 
tory experiments to be designed around 
carefully controlled objectives. It further 
permits the gathering of sizable amounts 


*The research reported upon in this paper was 
conducted in the School of Industrial Management 
of the Massachusetts Institute of Technology and 
was supported by a grant of funds from the Alfred P. 
Sloan Foundation. 
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of research data in a short period of time. 
Because of the flexibility permitted in de- 
signing the experimental game itself, it 
also permits an analogy to be established 
between the marketing problem under 
study and the experimental game being 
conducted in the laboratory. The study 
of consumer attitudes under laboratory 
conditions is especially desirable because 
it is possible to control risk more closely 
and thus achieve a better understanding 
of human behavior in the face of uncer- 
tainty. 

In this research we assume that the in- 
dividual has a method of dealing with 
risk whether he is crossing the street, 
driving a car, playing a game, or buying 
a new product. We assume further that it 
is possible to devise a laboratory situa- 
tion sufficiently analogous to the market 
that the individual methods of dealing 
with market risk can be studied in the 
laboratory. In order to justify the anal- 
ogy, risk as it is presented in the labora- 
tory must be equivalent to the uncer- 
tainty that confronts the consumer when 
he purchases a new product. Similarly, 
the reward given in the laboratory must 
equal the product satisfaction obtained 
by the purchase of a new item. 


ELEMENTS OF THE EXPERIMENTAL GAME 


Essentially, experimental games con- 
sist of the following: 


1. A goal to be reached by the subject. 

2. A channel of information to keep 
the subject current on his relation 
to the goal. 

g. A set of playing rules limiting the 
alternative means of reaching the 
goal. 
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The alternative methods for reaching 
a desired goal are accompanied by vary- 
ing amounts of risk, and the behavior of 
a subject reflects his evaluation of both 
the reward and risk involved in an op- 
portunity to advance. For example, an 
experimental game might be played with 
a pegboard having several columns of 
holes and a single peg in each column. 
The goal of such a game is for the sub- 
jects to move their pegs to the top of the 
board. The rules prohibit movement of 
the pegs except through the winning or 
losing of bets made by the subjects. Thus, 
the location of the pegs in the board is a 
visual tallying device that records the 
winning and losing of bets, just as the 
height of a pile of poker chips in front of 
the card player might reflect his success, 
providing he knows how many chips he 
possessed at the beginning of the game. 
Such games may be played with individ- 
uals or groups, and large amounts of de- 
cision-making data gathered in a short 
time. The results of one group can read- 
ily be compared with results from other 
groups, and, when desirable, experiments 
may be repeated to verify the consistency 
of the findings. 


EXAMPLES OF EXPERIMENTAL GAMES 


An early concept of the experimental 
game was outlined by Von Neumann and 
Morgenstern,” who suggested a game ex- 
periment that might determine the sub- 
jective value of money, that is, the value 
or utility of money to individuals. Mos- 
teller and Nogee developed this sugges- 
tion and conducted such a game.* They 
presented a group of subjects with bets, 
which the subjects could either accept or 

* J. Von Neumann and O. Morgenstern, Theory of 
Games and Economic Behavior, ist edition (Prince- 
ton: Princeton University Press, 1944). 

*F. Mosteller and P. Nogee, “An Experimental 
Measurement of Utility,” Journal of Political Econ- 
omy, 59 (1951), Pp- 371-404. 


refuse. The result of these experiments 
was a pattern for each participant, relat- 
ing his subjective evaluation of money to 
the actual amounts of money involved. 
Since the behavior of each individual dif- 
fered, Mosteller and Nogee were unable 
to develop a single general pattern of be- 
havior that would apply equally to all 
subjects. Nonetheless, any one subject's 
pattern appeared to be fairly consistent 
and was useful in predicting the future 
bets of that individual. These curves 
were interpreted as reflecting the indi- 
vidual’s relative preference for certain 
sums of money over other sums of money. 
Some psychologists contended that Mos- 
teller and Nogee had really measured va- 
riations of subjective probability as well 
as subjective value. The term “subjective 
probability” was used to mean the indi- 
vidual’s idea of the likelihood of obtain- 
ing a reward as a result of taking a risk. 
3y definition, if the individual dealt with 
risk in terms of objective probability, he 
would deal with risk in a mathematically 
correct manner. 

Preston and Baratta decided to explore 
the difference between subjective and ob- 
jective probability. In 1948 they reported 
a game experiment that indicated subjec- 
tive probability was apparently not the 
same as objective probability, and they 
described some of the 
tween the two.4 


differences be- 


Their subjects greatly overvalued long 
shots and undervalued short shots; that 
is, they preferred bets with a small chance 
of winning a large reward fo bets offering 
a high probability of a small winning. 

Another psychologist, Ward Edwards, 


* Preston and Baratta, “An Experimental Study of 
the Auction-Value of an Uncertain Outcome,” Amer- 
ican Journal of Psychology, 61 (1948), pp. 183-93. 

® The indifference point of the subjects seemed to 
have a probability of about 0.25; that is, their sub- 
jective evaluation of a 0.25 probability of winning or 
losing corresponded to its objective value. 
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continued to explore human behavior in 
dealing with risk.° He reported the re- 
sults of a number of experimental games 
in which his main interest was to investi- 
gate whether individuals held prefer- 
ences for particular amounts of risk. He 


found that subjects were willing to take - 


larger risks when they expected to lose. 
For example, in a situation of negative 
expected value—that is, the subject knows 
that in the long run he cannot win under 
any circumstances—a person took rela- 
tively larger risks than he did in situa- 
tions of positive expected value (where 
he knows he cannot lose). 

Moreover, although common _ sense 
suggests that people might be less willing 
to take long shots if they were betting 
with their own money, Edwards found 
this was not the case. In a series of game 
runs, the subjects first played in their 
imagination only, and their choice of bets 
was recorded. Next, they used paper 
“stage” money. Finally, they made a se- 
quence of bets in which they used their 
own money with the understanding that 
the game was “for keeps.” Surprisingly, 
the subjects were most conservative when 
playing in their imagination and most 
speculative when using their own money. 

Another influencing factor was noted 
by Jacqueline Jarrett,’ who found that 
the amount of risk subjects took de- 
pended partly on how well they thought 
they understood the game. They gam- 
bled most objectively when they were 
least sure of themselves and, conversely, 
took the most irrational gambles when 
they felt they understood the game. Many 
other research findings are summarized 
by Edwards in a comprehensive article, 


*W. Edwards, “Probability-Preferences in Gam- 
bling,” American Journal of Psychology, 66 (1953), 
PP- 349-64. 

‘Jacqueline Jarrett, Strategies in Risk-Taking 
Situations. Unpublished doctoral thesis, Harvard 
University, 1951. 


Theory of Decision Making.® Despite 
their abstract nature, his findings have 
interesting marketing implications. 

Wroe Alderson, a marketing consult- 
ant who has used games to simulate shop- 
ping behavior, reported a high degree of 
correlation between the game results and 
data gathered from consumer panels.® In 
effect, Alderson found a useful analogy 
between behavior under game conditions 
and behavior under market conditions. 
He made use of a game to investigate 
factors influencing the patronage of 
stores—such as breadth and depth of 
product line, price ranges, and consumer 
learning. 


DESIGN OF A GAME 


We have designed and conducted an 
experimental game to learn more about 
the use of games and the kinds of infor- 
mation they provide and to evaluate the 
use of such data in studying market be- 
havior. Besides gaining experience with 
games as a research tool, we hoped to 
achieve greater insight into new product 
acceptance. Accordingly, the game was 
designed to test the following questions: 


1. Would subjects prefer to gamble if 
given a choice of gambling or a sure 
thing? (Consumers’ tendency to try 
out new brands or new products 
versus the tried and true.) 

2. Would subjects make choices dur- 
ing the game objectively, that is, as 
a mathematician would make them, 
based on expected value? (Would 
they buy the “best’’ mouse trap?) 

3. Would subjects reveal their willing- 
ness to gamble; that is, would there 
be a limit to the risk a subject 
would take? (How new and un- 


*W. Edwards, “Theory of Decision Making,” 
Psychological Bulletin, 51, 4 (1954), pp- 380-411. 

* Reported at the 1955 Winter Conference of the 
American Marketing Association. 
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known a product would they ac- 
cept?) 

4. Would subjects reveal those factors 
that influenced their willingness to 
gamble? (What conditions affect 
new product acceptance?) 


The game consisted of a small peg- 
board (shown in Figure 1), which was 
given to each participant. Three pegs 
were placed in the middle of this peg- 
board, and the subjects were told that the 
goal of the game was to move the pegs as 
close as possible to the top of the board. 
They were offered the five alternative op- 
portunities listed in Table 1. The first 
opportunity was a chance for them to 
move one of the three pegs ahead one 
space. Since the result of this opportu- 
nity was certain, it did not represent a 
gambling situation and thus gave the sub- 
jects a chance to avoid gambling if they 
wished to do so. The remaining opportu- 
nities presented a one-in-three chance of 
advancing three spaces, a one-in-five 
chance of advancing five spaces, a one-in- 
seven chance of advancing seven spaces, 
or—the most speculative situation—a one- 
in-nine chance of advancing nine spaces. 
In all cases except the nongambling se- 
lection, the bets included as much chance 
of losing the same amount; that is, the 
one-in-three chance of moving ahead 
three spaces was accompanied by a sim- 
ilar chance of having to go back three 
spaces, etc. 

In the test situation, three groups, each 
containing approximately 22 subjects, 
were used. ‘Two of these groups were un- 
dergraduate students in the School of In- 
dustrial Management at M.I.T. The 
third consisted of an executive training 
group, the average age of which was 
thirty-five. This third group made it pos- 
sible for us to contrast the choices made 


by students with those made by men hav- . 


ing ten years of business experience. 


The subjects were instructed to choose 
one of these opportunities and to record 
the choice on a score pad. They were told 
that two numbers would be read to them. 
If the first number read was the number 
previously chosen, they would be able to 
move ahead the designated number of 
spaces. If the second number read was 
the one they chose, they would have to 
move back the designated number of 
spaces. If neither number corresponded 
to their choice, they would be unaffected. 
The numbers read to the subjects were 
chosen from a table of random numbers. 
During the playing, subjects were free to 
change their bets on each successive play. 
They were allowed approximately one 
minute to make their decisions. Each in- 
dividual in each group made from 45 to 
60 decisions. The game lasted approxi- 
mately one hour and was preceded by a 
half hour of instructions. 

Since the participants of the game 
could watch each other and since they 
kept a written record of their choices, it 
was very difficult, if not impossible, for 
them to cheat. We checked on this possi- 
bility, and, although occasional errors in 
recording were found, we found no evi- 
dence of subjects having moved their 
pegs ahead without winning a bet. 


RESULTS OF THE GAME 


We found our subjects preferred gam- 
bling over nongambling choices. Of the 
total 3,600 choices made, 93 per cent 
were of a gambling nature, which gave a 
preference ratio of thirteen to one in 
favor of gambling. Because the game was 
designed on the basis of random num- 
bers, a subject who played long enough 
should always have ended up exactly 
where he started unless he chose the non- 
gambling alternative. We were interested 
to note that most of the decisions were 
not rational in terms of a mathematically 
correct choice. 
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FIGURE 1 


Design of ‘the Experimental Game 


TABLE 1 


Qiternative Bets 











PROBABILITY | REWARD IF | PROBABILITY COST IF EXPECTED 
OF WINNING YOU WIN OF LOSING YOU LOSE VALUE 
1 move up 1 .@) 1 peg space 
v3 3 M3 | move down 3 0 
Ys 5 VS 5 | 0 
M1 7 M4 7 0 
“9 9 9 9 | 0 






































THE EXPERIMENTAL GAME 


17 








FIGURE 2 


Distribution of Gambling Choices 
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The greatest amount of risk-reward op- 
portunity given our subjects was the one- 
chance-in-nine alternative. Figure 2 
shows that it was preferred 32 per cent of 
the time, which was a higher preference 
than any of the other alternatives offered. 
We cannot say whether the subjects 
would have preferred even higher gam- 
bling risks if they had been offered. In 
designing another game, we would cover 
a broader range of risk-taking alterna- 
tives. 

Another objective was to determine 
the factors that influence the willingness 
to take risk. There was a definite change 
in the willingness to gamble as the sub- 
ject’s board position changed. As the sub- 
jects began to lose and thereby had to 
place their pegs lower on the board, they 
preferred taking progressively greater 


chances. On the other hand, as the sub- 
jects won and thereby were able to place 
their pegs closer to the top of the board, 
they became increasingly conservative. 
This shift in the willingness to gamble is 
shown in Figure 3. 

In order to indicate the shift of an in- 
dividual’s willingness to take long 
chances, the data on each individual's 
risktaking were normalized. We accom- 
plished this by determining the average 
choice of risk for each subject and equat- 
ing it with zero, as shown on the center 
of the horizontal axis in Figure 3. The 
numbers to the right and to the left of 
zero indicate the change in the prefer- 
ences for risk. For instance, suppose that 
an individual's average choice through- 
out all the games had been a bet having 
a one-in-five chance of winning. When 
his pegs were located within the range of 
80-100 on the board (indicating that he 
had been winning), however, his average 
choice was a risk of one-in-three. Since 
this bet was more conservative than the 
average risk of one-in-five, it was ex- 
pressed as negative 1. In a similar way, 
negative 2 and negative g indicate in- 
creasingly conservative steps on the part 
of the subject. Thus, Figure 3 shows that 
the subjects tended to make a more con- 
servative choice when their pegs were lo- 
cated near the top of the board. In con- 
trast, when they were losing and their 
pegs were located on the lower portion of 
the board, their choices became more 
speculative. 

This result—the willingness to take 
speculative risk when losing the game 
and the conservativeness when winning 
—confirms what might be expected. Per- 
haps the most important implication of 
this shift in a person's willingness to gam- 
ble is the fact that experimental games 
may provide a method for measuring the 
rate at which the willingness to gamble 
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FIGURE 3 


Shifts in Willingness to Gamble 
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changes as more need is felt. It may also 
provide a means for determining the 
range within which the degree of willing- 
ness to gamble may be shifted. Eventu- 
ally, it may be desirable to test the appeal 
of a new product by increasing the risk it 
involves until the customer is no longer 
willing to accept the product. 


LIMITATIONS TO PRESENT GAMES 


The ability to measure and control the 
subjective value of reward is perhaps the 
most critical problem in the development 
of games. How much is the fun of the 
game itself worth—the thrill of winning 
a long shot? How much satisfaction is re- 
ceived by losing a bet and getting atten- 
tion and sympathy from observers? When 
rewards other than money are offered, 
such as specific products, can they be di- 
rectly compared with one another? 

Comparing the laboratory risk with 
market uncertainty also presents prob- 
lems. The uncertainty associated with 
product purchase opportunities is not 
usually a simple risk because it does not 
have a clearly measurable probability. 
There may be uncertainty in the con- 
sumer’s mind about the existence of a 
need for the product, about the ability of 
the product to fill the need, and about 
the social implications of ownership. Cer- 
tainly a 50-50 bet offered in the labora- 
tory does not do justice to these complex 
uncertainties. The hope, of course, is that 
general patterns of decision making un- 
der changing conditions of risk parallel 
those under changing uncertainty. If 
more than generalities are to be found, 
the present games must be made to simu- 
late the marketplace more closely by the 
introduction of additional complexities. 
Fortunately, games themselves suggest 
the kind of complexities that will make 
them more useful. 


POTENTIAL USES IN MARKETING STRATEGY 


Marketers are perpetually faced with 
decisions regarding changes they can and 
should make to influence consumer be- 
havior advantageously. Presumably, they 
can change (within limits) the product, 
the price, the conditions of sale, and the 
product information to be given to con- 
sumers. Any understanding of behavior 
is useful in optimizing these variables, 
but an understanding of the risk-reward 
relationship would be particularly help- 
ful in formulating promotional strategy. 
Should the copy stress the importance of 
the product (the reward), or should it 
stress the probability of a need arising for 
the product as well as the ability of the 
product to meet this need (risk)? What 
is the optimum mix of reward-building 
copy and risk-reduction copy? How does 
this optimum mix shift as the consumers 
feel more or less satisfied with their ex- 
isting status? How does it shift as a new 
product gains consumer familiarity? 
Where is the point at which the increas- 
ing cost of reducing uncertainty through 
promotion exceeds the decreasing effec- 
tiveness of uncertainty reduction? 

Other questions also arise. When the 
price range of the product is being con- 
sidered, at what point does the monetary 
value surpass the subjective value of this 
amount in the typical consumer's mind? 
Would more consumers buy the product 
if they were given the opportunity of pay- 
ing double or nothing? Data available 
from games suggest answers to these and 
similar questions. 

Most of the experimental games played 
to date have used money as a reward. By 
using specific products instead, the ex- 
periments would become more realistic. 
In fact, it is not difficult to visualize game 
designs becoming progressively more re- 
alistic until the conventional test sale is 
reached, The price paid for this realism 
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is high because, with each step toward 
market duplication, additional variables 
are introduced that must be controlled 
and measured if the system is to be un- 
derstood. Just as the test sale is a step 
away from the complete market, so the 
experimental game is a step back from 
the reality of the test sale. 


SUMMARY 


Consumer decisions are extremely dif- 
ficult to predict with reasonable accu- 
racy. If they could be predicted, market- 
ing men would be able to initiate changes 
that would give the consumers more 
nearly what they desire. This matching 
of consumer desires and the available 
supply of products continues to be done 
largely through trial and error. In order 
to predict consumer decisions more accu- 
rately and thus to satisfy consumer de- 
sires, we need available data that ade- 
quately express the outcome of previous 
trial and error solutions. The problem of 
fully utilizing past experience stems 
largely from the fact that the outcome of 
one experience cannot be directly com- 
pared with that of another experience. In 
an effort to make experiences compara- 


ble, psychologists have found it useful to 
simplify past experiences to the point of 
expressing them in terms of risk and re- 
ward. When decisions are reduced to the 
simple form of risk and reward, there is a 
large sacrifice of realism. At the same 
time it enables them to generate syn- 
thetically large amounts of decision- 
making data that hold interest to market- 
ing men. 

Conclusions are being reached about 
general risk-taking patterns that appear 
to exist: people do like to gamble; they 
do not gamble in a “mathematically cor- 
rect” way; their willingness to gamble is 
definitely influenced by certain factors, 
one of which is the extent to which they 
are satisfied with their present position 
(the ratio of past winnings to past losses). 
We believe that experimental games will 
contribute significantly to our under- 
standing of consumer decision making. 
Experimental games offer a promising 
method of studying the uncertainty con- 
sumers feel about reaching goals and ob- 
taining satisfaction. Although the study 
of experimental games is still in its in- 
fancy, we feel sure that taking this ap- 
proach is a good gamble. 





THE ROLE OF RESEARCH IN MARKETING 
MANAGEMENT 


HARRY V. ROBERTS 
The University of Chicago 


XPANSION of marketing research re- 
E flects a growing belief that the meth- 
ods of science are useful in solving the 
problems of business management. Effec- 
tive application of marketing research, 
however, is neither easy nor automatic; 
and some have even contended that on 
balance actual applications have been 
more ineffective than effective.’ This pa- 
per represents an attempt to formulate 
a framework for analysis of conditions 
under which marketing research can be 
expected to be effective and to make in- 
cidental suggestions for increasing effec- 
tiveness. This framework is founded on 
a priori reasoning and impressionistic 
evidence; its presentation here is drasti- 
cally condensed; but it may nonetheless 
be suggestive both to those who apply re- 
search and to those who are intrigued by 
research for its own sake. 


DECISION MAKING 


Marketing management can be viewed 
simply as the continuing attempt to rec- 
ognize and solve specific marketing prob- 
lems. A problem exists when an objective 
is desired and there is uncertainty as to 
how it can best be achieved. A decision is 
the selection of some course of action (or 
inaction) to attain the objective. There 
are three imperatives in the process of de- 
cision making: (1) possible actions must 
be recognized; (2) the results of different 
actions must be predicted; and (3) the 
order of preference of these predicted re- 

+ For example, see John E. Jeuck, “Marketing Re- 


search—Milestone or Millstone?,” THE JOURNAL OF 
MARKETING, April 1953, pp. 381-87. 


sults must be assessed. Research is poten- 
tially useful for at least the first two of 
these. 


RESEARCH AND INTUITION 


“Research” can be contrasted with “in- 
tuition” (or “judgment” or “common 
sense’’) in the decision-making process. 

Research is any relatively systematic, 
formal, conscious procedure for evolving 
and testing hypotheses about reality or, 
in more modern terms, for making deci- 
sions. The words “systematic,” ““formal,” 
and “conscious” differentiate “research” 
from “intuition.’’ The distinction be- 
tween research and intuition is not a 
sharp one, especially since intuition is an 
essential ingredient of good research, but 
the major differences of emphasis are 
these: 


(1) While both research and intuition 
are ultimately oriented toward predic- 
tions, intuition is oriented toward nar- 
row and immediate predictions rather 
than general hypotheses fruitful of many 
specific predictions. 

(2) Intuition is learned, if at all, by ex- 
perience and demonstration rather than 
by formal study. 

(3) Intuition is seldom subject to logi- 
cal scrutiny or formal empirical testing. 

(4) Research uses such technical tools 
as mathematics, logic, experimental 
methods, and statistical inference. 


Since research is intuition plus science, 
it is easy to assume that research can im- 
prove upon intuition in the social sci- 
ences and business management as well. 


21 
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There is, however, reason to be skeptical 
of this assumption. A distinguished econ- 
omist has said, 


We seem to be forced to the conclu- 
sion, not that prediction and control 
are impossible in the field of human 
phenomena, but that the formal meth- 
ods of science are of very limited appli- 
cation. Common sense does predict 
and control, and can be trained to pre- 
dict and control better; but that does 
not prove that science can predict and 
control better than common sense. 
And it seems very doubtful whether in 
the majority of social problems the ap- 
plication of logical methods and can- 
ons will give as good results as the in- 
formal, intuitive process of judgment 
which, when refined and developed, 
becomes art.? 


In order to formulate useful generali- 
zations about the role of research in mar- 
keting, two closely related issues must be 
considered: (1) potential contributions of 
research to marketing problems and (2) 
identification of characteristics of mar- 
keting problems that make these prob- 
lems more or less accessible to attack by 
research. 


POTENTIAL CONTRIBUTIONS OF RESEARCH 


There are four major kinds of contri- 
butions that research can make toward 
decision making in marketing: (1) sys- 
tematic description and classification of 
marketing “facts” as exemplified by the 
censuses of population and distribution 
or the data of the Audit Bureau of Cir- 
culation; (2) substantive hypotheses that 
can be used to make predictions; (3) logi- 
cal and mathematical tools for classifying 
relevant variables, exploring the logical 

* Frank H. Knight, The Ethics of Competition and 


Other Essays (London: George Allen and Unwin, 
Ltd., 1936), pp. 132-33. See also pp. 116-17 and 119. 


relationships among hypotheses, and de- 
riving the predictions implied by hy- 
potheses; and (4) the inferential tools of 
Statistics, 


Systematic Description and Classification 
of “Facts” 

It is easy to forget and hard to evaluate 
precisely the contribution of a wealth of 
descriptive materials to marketing man- 
agement in America, and indeed these 
materials are often not even thought of 
as “marketing research” because of their 
descriptive rather than analytical orien- 
tation. Yet, a little reflection on the per- 
vasive use in marketing, for example, of 
census materials suggests their indispen- 
sable role. 


Substantive Hypotheses 


In physics the body of substantive hy- 
potheses is large, relatively well articu- 
lated by logical connections between in- 
dividual hypotheses, and well verified by 
actual testing of the accuracy of predic- 
tions derived from hypotheses. In short, 
one may speak meaningfully of “physi- 
cal theory.” By contrast, the so-called “‘so- 
cial” or “behavioral” sciences, which 
have the greatest potential relevance to 
marketing, consist largely of apparently 
unrelated empirical observations with 
relatively little theory to articulate these 
observations. These disciplines rarely 
contain hypotheses of direct usefulness in 
solving the specific problems which arise 
in marketing. Moreover, most current 
marketing research is ad hoc empirical 
work with little substantive carry-over 
from one study to another. The so-called 
“principles” in textbooks rarely yield 
concrete predictions as to the effect of 
proposed marketing actions. For exam- 
ple, “principles” of copywriting and ad- 
vertising format are often listed, but ad- 
vertising men frequently disagree on the 
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choice of the most effective advertise- 
ment.’ 

The main theoretical instrument for 
potential guidance in marketing is the 
axiom of rational behavior, which has 
been applied mainly in economics.* Sup- 
ply and demand theory based on the ra- 
tionality postulates has some relevance 
for marketing problems. For example, 
even without precise quantitative esti- 
mates of elasticities of demand for auto- 
mobiles, this theory will predict the ef- 
fect of setting the retail list price of cars 
below the competitive price on (a) the 
distribution of income between dealers 
and manufacturers, (b) the rate of pro- 
duction of automobiles, and (c) the rate 
of sale to consumers of “optional” acces- 
sories.® 

Even though there are few predictive 
hypotheses in the social sciences, these 
sciences may often be useful in market- 
ing by suggesting what to look for as op- 
posed to predicting what will be found. 
Thus, a psychologist might be able to 
suggest possible advertising appeals that 
would not occur to a copywriter who 
lacked a formal background in psychol- 
ogy, even though psychological theory 
probably could not predict the most ef- 
fective from a given list of appeals. 


Logical and Mathematical Tools 


Logical and mathematical tools are es- 
sentially languages for the analysis of 
problems. The concepts of supply and 


* Most textbook principles are really proverbs; for 
each “principle” there is an equally plausible “prin- 
ciple” stating the opposite. See Herbert A. Simon, 
Administrative Behavior (New York: The Macmillan 
Company, 1948), pp. 2off. 

* Kenneth J. Arrow, “Mathematical Models in the 
Social Sciences,” Cowles Commission Papers, New 
Series, No. 48 (Chicago: Cowles Commission for Re- 
search in Economics, 1952), p. 137- 

* Milton Friedman, “Notes on Lectures in Price 
Theory” (unpublished manuscript based on notes 
prepared by David I. Fand and Warren J. Gustus, 
The University of Chicago Press, 1951), pp. 15-16. 


demand schedule, for example, would 
facilitate the analysis of economic—and 
some marketing—problems even if they 
had no predictive value at all. Pure for- 
mal logic may also be helpful. For exam- 
ple, there is one advertising “principle” 
that the advertising message should reach 
as wide an audience as possible and an- 
other that frequent repetitions of the ad- 
vertising message are desirable. Logic 
suggests immediately that either “princi- 
ple” by itself is inadequate and that the 
real problem is to find some optimal com- 
bination of wide coverage and intensive 
repetition. Similar examples are easy to 
find; in all of them, logic serves to formu- 
late the real issues and avoid futile talk- 
ing. 

In recent years many new mathemati- 
cal tools have been made available for 
possible use in making marketing deci- 
sions. For example, various mathematical 
models have been proposed for problems 
of strategy, programming, learning, in- 
ventory decisions, mass and small group 
communication, economic forecasting, 
queuing, capital budgeting, diversifica- 
tion of risk, and so on. Actual applica- 
tions have undoubtedly lagged behind 
advance publicity, but enough has been 
done to suggest exciting developments to 
come. 


Statistical Inference 


Statistical inference is potentially use- 
ful in marketing as a tool for securing 
and interpreting empirical observations 
so that a “rational” decision can be made 
in the face of uncertainty. In expert- 
mental applications, managerial actions 
are actually tried out with the aim of dis- 
covering the responses to these actions. 
All other applications are nonexperi- 
mental or “observational.” 


Evidence cast up by experience is 
abundant and frequently as conclusive 
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as that from contrived experiments. 
. . . But such evidence is far more dif- 
ficult to interpret. It is frequently com- 
plex and always indirect and incom- 
plete . . . its interpretation generally 
requires subtle analysis and involved 
chains of reasoning, which seldom 
carry real conviction. . . .® 


Experimental methods, by contrast, 
yield evidence free of such difficulties of 
interpretation so long as: (1) The under- 
lying conditions of the past persist into 
the future. (2) The experiment is run 
sufficiently long that responses to experi- 
mental stimuli will have time to manifest 
themselves. (3) The population being 
studied can be broken down into smaller 
units (families, stores, sales territories, 
etc.) for which the experimental stimuli 
can be measured and for which responses 
to the stimuli are not “contagious.” (4) 
The experimentor is able to apply or 
withhold, as he chooses, experimental 
stimuli from any particular unit of the 
population he is studying. (5) Neither 
the stimulus nor the response is changed 
by the fact that an experiment is being 
conducted. (6) The sample size is large 
enough to measure important responses 
to experimental stimuli against the back- 
ground of uncontrolled sources of varia- 
tion. 

The key to modern statistical design of 
experiments is withholding experimental 
stimuli at random. To the extent that 
randomization and the other conditions 
above are met, the responses actually ob- 
served will reflect the “true” effects of 
the stimuli plus random or chance varia- 
tion. Statistical procedures then need 
cope only with the interpretation of 
chance variation. Observational methods 
must cope both with chance variation 


* Milton Friedman, Essays in Positive Economics 
(Chicago: The University of Chicago Press, 1953), 
pp. 10-11. 


and possible systematic error, and sys- 
tematic error eludes rigorous statistical 
treatment. For example, one can com- 
pare purchases of an advertiser’s product 
between readers and nonreaders of a re- 
cent advertisement and try to make sta- 
tistical allowance for the fact that readers 
are potentially different from nonreaders 
in many respects other than the simple 
fact of seeing or not seeing the advertise- 
ment; but after all such allowances, there 
is no guarantee that systematic differ- 
ences do not persist. For example, a stat- 
istician might make statistical adjust- 
ments for factors such as economic status, 
education, sex, age, etc., that might dis- 
tinguish readers from nonreaders of the 
advertisement and then find that the ad- 
justed purchase rate of the product is still 
higher among readers than nonreaders. 
Even if the statistical adjustments have 
succeeded in making the two groups 
comparable in respect to all variables 
associated with the tendency to respond 
to the advertisement’s message—and there 
is never any guarantee in observational 
studies that this has in fact been achieved 
—it still may be true that those people 
who buy the product are more likely to 
notice and read the advertisement or at 
least to remember, or say that they re- 
member, having read it. 

These fundamental limitations of ob- 
servational techniques notwithstanding, 
marketing research has already drawn 
heavily on them and will do so increas- 
ingly in the future. The development of 
sound methods of sampling of human 
populations is recent, and advances are 
still being made. Much of current mar- 
keting research has been made possible 
by this ‘development of sampling theory 
and practice. Similarly, the development 
of psychological scaling and factor analy- 
sis—which may be viewed as statistical 
tools—has had a noticeable influence on 
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current practice. Moreover, there are 
many potentially valuable statistical tools 
that have not yet been widely applied in 
marketing research, and others will un- 
doubtedly be developed. 


CHARACTERISTICS OF MARKETING PROBLEMS 
THAT INFLUENCE ATTAINMENT OF AN 
ECONOMICAL SOLUTION BY 
RESEARCH 


Every marketing problem is different, 
but certain criteria determine the com- 
patibility of particular problems and 
methods of research. In the simplest type 
of problem situation, the proposed ac- 
tions are given. The response to the ac- 
tions must be predicted and a decision 
made in the light of the desired objec- 
tives. General economic conditions, ac- 
tions of competitors, and other actions of 
the firm are assumed to continue un- 
changed. Later these assumptions will be 
relaxed. In each of the criteria listed be- 
low, the phrase “other things being 
equal” should be considered implicit. 

The more rapid the response to mar- 
keting actions, the easier the problem for 
research. Often the quality characteris- 
tics of manufactured products can be 
measured only after a long time. Thus, 
the resistance to weathering of different 
paints could be tested by (1) actual 
weathering over five years or (2) acceler- 
ated testing in a laboratory. It is well 
known in product research that acceler- 
ated testing is capricious and often per- 
verse.’ In marketing the shortcomings of 
accelerated testing are at least as serious 
but less likely to be discovered, especially 
for institutional and “indirect-action” 
advertising and promotion. By contrast, 
direct-action selling effort such as local 

™ Eugene W. Pike, “Testing Components for High- 
Reliability Systems” (unpublished paper given at the 
National Meeting on Airborne Electronics of the 


Institute of Radio Engineers, Dayton, Ohio, May 13, 
1953)- 


and mail-order advertising—for which ac- 
celerated testing is unnecessary—has been 
researched widely with obvious success.*® 
In addition to the rapidity of response to 
direct-action selling effort, there is often 
a second explanation for success of re- 
search: responses are often readily trace- 
able. Hence we set down: 

The easier it is to trace response to 
marketing actions, the easier the prob- 
lem for research. Responses to sales effort 
are frequently difficult to trace, partly 
because the many forms of selling effort 
that impinge on the ultimate consumer 
are often closely interrelated and many 
of them are designed to work indirectly. 
For example, an argument frequently 
advanced for the use of national adver- 
tising to consumers is that dealers are 
favorably motivated thereby. Further, 
consumer buying decisions may be inter- 
dependent because of ‘“‘conspicuous con- 
sumption,” “word-of-mouth,” or “opinion 
leadership.” There are tools for coping 
with the problem of traceability. Selling 
stimuli often can be traced to relatively 
small geographic areas or relatively short 
time periods. If the buying decisions of 
consumers are interdependent, the con- 
tagion of purchase may be less important 
between small geographic areas than be- 
tween individual consumers. 

When measurement of the desired re- 
sponses to marketing actions ts impos- 
sible or uneconomic, the problem will be 
easier to the extent that satisfactory sub- 
stitute responses can be found. If re- 
sponse to sales stimuli takes too long to 
manifest itself or is difficult to trace, a 
substitute response highly correlated with 
buying responses can be sought. Copy 
tests, consumer jury ratings, preference 
studies, and many techniques of ques- 
tionnaire design and psychological meas- 


* For a typical example, see Printers’ Ink, July 11, 
1952, pp- 35 and 110. 
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urement are based upon substitute re- 
sponses. 

In deciding on the validity of proposed 
substitute responses, there are three 
closely related approaches: (1) to verify 
by research that the substitute response 
is closely correlated with the response of 
ultimate interest for a class of problems 
similar to the one being studied, (2) to 
draw on general theoretical knowledge, 
and (3) to draw on experience and intui- 
tion. 

It is hard to find validations of substi- 
tute responses in product research. In 
marketing, there are relatively few docu- 
mented examples with details of the 
process of validation. Most of these ex- 
amples fail to show significant differences 
for the sales responses but show signifi- 
cant differences for the corresponding 
substitute responses, usually preference 
measurements.® Here is the dilemma. 
Should one use preference measurements 
that show significant differences in re- 
sponse to different selling stimuli but for 
which results are not related in any 
known way with sales measurements? 
Preference measurements may be corre- 
lated with sales responses and are per- 
haps more sensitive. Seymour Banks has 
suggested that: 


. a preferent test can select the best 
of a series of proposed alternatives, but 
it cannot tell how much effect the use 
of this best alternative will have upon 
sales.1° 


But Banks has also published an excel- 
lent counterexample to this speculation.™ 


* See, for example: James H. Lorie and Harry V. 
Roberts, Basic Methods of Marketing Research (New 
York: McGraw-Hill Book Company, Inc., 1951), pp. 
209-11; Seymour Banks, “The Measurement of the 
Effect of a New Packaging Material upon Preference 
and Sales,” The Journal of Business, April 1950, pp. 
79ff.; and G. Maxwell Ule, unpublished doctoral dis- 
sertation in progress, The University of Chicago, 
School of Business. 

*” Seymour Banks, ibid., p. 80. 

4 Seymour Banks, “The Prediction of Dress Pur- 


George Brown has suggested in informal 
discussions that the “‘chain of causation” 
from selling stimulus to buying response 
might be divided into stages: opportu- 
nity for exposure to selling effort (for ex- 
ample, read the magazine in which an 
advertisement appears); actual exposure 
to selling effort (for example, read the 
actual advertisement); acquisition of in- 
formation about or confidence in the 
product; formation of the intention to 
buy; and actual purchase. Measurements 
can be made at any stage of this chain. 
One might speculate that measurements 
would be more valid the closer they are 
to actual purchase, but this is at best only 
a plausible speculation. In the absence 
of evidence, speculation is unavoidable; 
but the search for validation of substi- 
tute responses should continue. 

To the extent that experimentation is 
economically feasible, the problem is 
easier to solve by research. Properly de- 
signed experiments are free of many of 
the limitations of observational studies. 
Businessmen generally are often better 
situated to conduct sound experiments 
than is commonly believed. Actions 
taken as a result of business decisions 
represent direct intervention of a kind 
that is usually impossible in the social 
sciences. Both “‘test-tube” experiments as 
a prelude to final marketing decision and 
continuing experiments thereafter are 
often possible and entail little added 
cost, especially when marketing policies 
can be introduced piecemeal geograph- 
ically. 

Randomized experimentation is im- 
possible only for “‘all-or-none”’ decisions. 
Major plant construction and advertis- 
ing in national media are examples. John 
Jeuck listed major marketing innovations 
made without research and concluded, 
“. .. the really significant marketing 
achievements, the big chance . . . is de- 





chases for a Mail-Order House,” The Journal of Busi- 
ness, January 1950, pp. 48-57. 
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pendent primarily on imagination and 
on the skills of management.’”” 

Even when randomization through 
space is precluded, randomization over 
time may be feasible if the full response 
to selling stimuli—such as special promo- 
tions undertaken intermittently at ran- 
domly chosen time periods—is rapid and 
if the statistical behavior of sales in the 
absence of experimentation is well un- 
derstood.'* Unfortunately, the full re- 
sponse may not be manifest sufficiently 
rapidly. Thus the initial effect of pre- 
mium offers may be a very substantial 
increase in the rate of sales followed by a 
decrease if the premium mainly affects 
timing of purchases rather than their 
total amount. 

Finally, experimentation may be un- 
desirable if the stimulus or its response is 
seriously modified by the fact that an ex- 
periment is being run. 

The success of research in problems 
that cannot be economically attacked ex- 
perimentally depends on the adequacy of 
observational methods. Evaluation of 
adequacy of observational methods is 
also frustrated by the absence of evi- 
dence, but plausible guides can be of- 
fered. 

The more adequate the theoretical 
knowledge, the more adequate are ob- 
servational methods based on this knowl- 
edge. When theoretical knowledge is 
very good, satisfactory predictions can be 
made on the basis of existing theory 
without further recourse to observa- 
tional study. Bridge building and other 
feats of engineering construction illus- 
trate this point. More frequently, theory 
is simply an invaluable aid in the design 
and interpretation of research, whether 


* John E. Jeuck, “Marketing Research Today: A 
Minority Report,” School of Business Publications I, 
The University of Chicago, undated, p. 10. 

*® See R. L. Anderson, “Recent Advances in Find- 
ing Best Operating Conditions,” Journal of American 
Statistical Association, vol. 48, no. 264 (1953), pp. 789- 
98. 


observational or experimental. But while 
experimentation can reach valid results 
in problems for which theoretical know]l- 
edge is wholly or partly lacking, obser- 
vational studies are seriously weakened 
when theory is sparse. There is relatively 
little marketing theory, and intuition 
must often guide the use of observational 
techniques. The distinction between “‘re- 
search” and “intuition” therefore be- 
comes very blurred, as in certain areas of 
medical research in which valid experi- 
ments are difficult and theoretical knowl- 
edge is meager. In both marketing and 
medicine, the questions which cannot be 
subjected to valid experimentation are 
frequently resolved by the intuition of 
the practitioner. 

Observational techniques may be more 
adequate to the extent that statistical al- 
lowance has been made for disturbing 
variables that may obscure the relation- 
ship being studied. By statistical allow- 
ance is meant crossclassification, stand- 
ardized averages, multiple regression, and 
related techniques. These techniques are 
often used in observational studies to an- 
swer the question, “what would have 
happened if certain disturbing variables 
had not varied?” It seems always prudent 
to attempt to answer this question within 
the resources available for research. Ex- 
cept in experimental studies, of course, 
there is no guarantee that the answers 
are satisfactory within the usual allow- 
ance for chance error." 

There are a few special devices, not as 
widely used as they might be, that may 
enhance the effectiveness of observa- 
tional methods in marketing research. 
(1) Aggregate data can be divided into 
components, as when sales are studied by 
territories or families. “Sales analysis,” 
which seems to have lost favor by com- 
parison with survey methods, illustrates 


* See, for example, W. Allen Wallis and Harry V. 
Roberts, Statistics: A New Approach (Glencoe, 
Illinois: The Free Press, 1956), ch. 9. 
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the approach. (2) Rates of change through 
time can be studied instead of absolute 
levels. While this “before-after” approach 
is common in sales tests, its use in ob- 
servational studies is rare, perhaps be- 
cause of the current emphasis on single 
surveys. (3) Insightful comparisons can 
be made such as comparisons of product 
awareness of advertised and competitive 
brands during a special campaign or A\l- 
fred Politz’s comparison of attitudes 
toward car acceleration with strength 
of accelerator spring.’® (4) Different ob- 
servational methods may be used to at- 
tack a single research problem. The de- 
gree of convergence of their results may 
indicate the confidence to be accorded 
the results of any one of the approaches. 

To the extent that changes in present 
conditions may have to be allowed for, 
the problem is more difficult for research. 
Two cases need to be considered: (1) 
changes that would have occurred any- 
way; and (2) changes that are, at least in 
part, responses to the decision in the par- 
ticular problem. 

Changes that would have occurred 
anyway. The best-known examples are 
shifts in general business conditions or 
in demand conditions confronting a 
whole industry. General economic con- 
ditions have such relevance to marketing 
(and other) problems of the firm that 
economic and sales forecasting is of great 
importance. A treatment of the useful- 
ness of research in economic forecasting 
is beyond our present scope." 


* Alfred Politz, “Science and Truth in Marketing 
Research,” Harvard Business Review, January-Febru- 
ary 1957, pp. 121-22. 

* See, for example: Harry V. Roberts, “A Method 
of Improving Sales Forecasts,” Proceedings of Golden 
Triangle Conference of the American Marketing As- 
sociation, 1956 (American Marketing Association, 
Inc., 1956), pp. 97-102; Robert Ferber, “Sales Fore- 
casting by Correlation Methods,” THE JOURNAL OF 
MARKETING, January 1954, pp. 219-32; James H. 
Lorie, “Operations Research and Short-Run Sales 
Forecasting” (paper delivered before the Second An- 


As to the modifications of marketing 
decisions that should be made in the 
light of predicted changes in economic 
conditions, economic theory is relatively 
useful. For example, there is consider- 
able evidence on the difference in re- 
sponse of prices and outputs of durable 
and nondurable goods or of retail and 
wholesale prices to changes in economic 
conditions. 

Changes in part influenced by the de- 
cision under consideration. The classic 
illustration analyzed by economic theo- 
rists is the situation of duopoly or other 
small-number competitive situations. The 
analogue in marketing is easy to find. 
Suppose, for example, that a company 
were able by experimental methods to 
estimate the productivity of its advertis- 
ing expenditures and that a leading com- 
petitor had maintained his advertising 
unchanged during the period of the ex- 
periment, As a result of the experiment, 
the company might sharply increase its 
advertising expenditures, making the 
tacit assumption that the competitor 
would make no change. The competitor 
—observing this increase—might increase 
its advertising, possibly “cancelling out” 
the effectiveness of the first company’s 
added expenditure and leaving both 
companies in their original sales position 
vis-a-vis one another. The experiment 
would have been entirely adequate for 
determining what would have happened 
in the absence of a response by the com- 
petitor, but it could lead to a bad deci- 
sion in the absence of a prediction as to 
what the competitor would do; how soon 
he would do it; and what effect, if any, 
his response would have on the rate of 





nual Meeting of the Operations Research Society of 
America, May 21-22, 1954); Irving Schweiger, “The 
Contribution of Consumer Anticipations in Fore- 
casting Consumer Demand,” in National Bureau of 
Economic Research, Short-Term Economic Forecast- 
ing, Studies in Income and Wealth, vol. 17 (Prince- 
ton: Princeton University Press, 1955). 
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sales of the first company. Competitive 
responses and interactions also raise seri- 
ous problems in the interpretation of 
observational data. 

The guessing of competitive reactions 
may be an art highly dependent on in- 
tuition and experience, with formal re- 
search perhaps serving chiefly to supply 
salient background facts. Psychology and 
social-psychology do not appear to offer 
useful predictions. Even if the competi- 
tive responses could be predicted, their 
effect on sales could be estimated at best 
by observational methods. 

Finally, the task of research is easier 
for problems that can be studied and 
solved independently of other problems 
because indirect effects do not then have 
to be considered. One of the key tasks of 
management—and research—is the frag- 
mentation of the complex of problems 
facing a company into smaller problems 
that can be considered relatively inde- 
pendently of other problems. 


THE EFFECTIVENESS OF RESEARCH IN THE 
DISCOVERY OF POSSIBLE NEW 
ALTERNATIVES FOR ACTION 


An essential part of problem solving 
is the discovery of alternative possibil- 
ities for action besides those initially 
considered or—in alternative terminology 
—the “identification of problems.” ‘This 
is closely analogous to ‘formulation of 
hypotheses” where words like “accident”’ 
and “inspiration” readily come to mind. 
In the context of marketing, John E. 
Jeuck has said: 


. . . It seems likely that research can 
do very little in a positive or creative 
way to lead to those new possibilities 
that are the essence of creative market 
development and exploitation. That is 
simply to say, I suppose, that market- 
ing success depends more upon the 
imaginative and aggressive personality 


who may in the process of develop- 
ment make many errors than it does 
upon the careful collation of facts and 
the cautious investigation of alterna- 
tives that are the hallmark of research 
operations. 

In that connection, one must be im- 
pressed with how unlikely it would 
have been for Sears, Roebuck ever to 
have made a really strong start if Rich- 
ard Sears had had a clear view of what 
is usually uncovered in the consumer 
survey. One wonders how many other 
companies would have never been 
started if they had relied upon the 
typical consumer survey to guide them 
in their selection of products and pol- 
icies. . . .™ 


To the extent that Jeuck’s comments 
represent more than a criticism of the 
frequent use of more or less stereotyped 
methods in marketing research, they are 
seriously misleading. Research is prob- 
ably more effective in unearthing new 
possibilities for action than in predicting 
the response to existing ones.’® Research 
focuses attention on possible actions that 
probably would not have been recog- 
nized in the absence of research. The 
new ideas that turn up as an unexpected 
by-product of research are frequently 
more valuable than the objectives orig- 
inally sought. The very discipline of ob- 
jective recording of data forces people to 
look at things they would never have 
looked at otherwise and to question as- 
sumptions that would not otherwise have 


* Jeuck, op. cit., p. 7. 

* The impressions reported here are based on 
fairly extensive examination of applications of re- 
search in several areas of management. Many of these 
applications—about goo—were made by students in 
the gth, 10th, 11th, and 12th Groups of the Executive 
Program of the University of Chicago who were given 
the assignment of applying statistical methods to 
problems in their own companies. See Harry V. 
Roberts, “Statistics in Middle Management,” Man- 
agement Science, vol. 1, nos. 3-4 (1955), Pp. 224-32. 
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been challenged: research can be a pro- 
tection against complacency and a stimu- 
lus to imagination. 

Quality control illustrates a method of 
research aimed primarily at the discov- 
ery of new possibilities for action.” The 
basic idea is that a repetitive process such 
as a manufacturing or marketing opera- 
tion is measured at periodic intervals, 
often by sampling methods. Statistical 
procedures—‘‘control charts’’—have been 
devised in order to detect systematic 
changes of the process. The detection of 
such changes provides a warning that the 
process should be immediately investi- 
gated to see what has happened and to 
discover “assignable causes.’ By discov- 
ering the “assignable cause,’’ manage- 
ment can either remove a source of 
trouble or retain and possibly apply 
more widely an improvement that other- 
wise might have been lost. Quality con- 
trol methods, then, suggest looking for 
trouble and therefore opportunity at 
times and places where the search is 
likely to be rewarded. 


“RESEARCH” VERSUS “INTUITION” 


Many problems in business are and 
should be attacked without the benefit 
of formal methods of research—especially 
relatively minor and nonrecurrent prob- 
lems and those that require very quick 
decisions. Research would then cost more 
than its benefits. But though intuition 
sometimes yields a snap decision without 
any reflection, it may also involve soul 
searching and interminable committee 
meetings, both of which are expensive in 
terms of executive time. 

If the criteria for the applicability of 


” The “classic” in this field is Walter A. Shewhart, 
Economic Control of Quality of Manufactured Prod- 
uct (New York: D. Van Nostrand Company, Inc., 
1931). A recent text is Eugene L. Grant, Statistical 
Quality Control, revised edition (New York: Mc- 
Graw-Hill Book Company, Inc., 1952). 


research enumerated above are examined 
carefully, four seem just as applicable to 
intuition or informal decision making 
as to formal methods of research: (1) the 
more rapid the response to actions, (2) 
the more easily responses can be traced, 
(3) the more adequate the substitute re- 
sponses that can be found, and (4) the 
fewer the changes in existing conditions 
that need to be taken into account, the 
easier is the problem for either research 
or intuition. The criteria that appear to 
discriminate between research and intui- 
tion are the economic feasibility of ex- 
perimentation and, failing experimenta- 
tion, the availability of adequate ob- 
servational tools. 


RESEARCH AND THE EXECUTIVE 


Many “‘practical issues” limit the use 
of research in marketing. 

Some managerial problems are really 
ethical or value problems rather than 
factual ones. For example, there might 
be a problem of deciding whether or not 
to market and promote a cold remedy in 
the face of good evidence that the remedy 
had no measurable impact on colds. For 
such value choices, research or any ra- 
tional decision-making process is clearly 
irrelevant. But genuine value problems 
in marketing probably occur less fre- 
quently than generally believed. 

“Science” and “research” are very of- 
ten used as weapons rather than as tools 
for the analysis of problems. Often re- 
search serves to postpone the need for a 
decision to change policy, to “prove” 
points, to win arguments, and even to 
persuade people to buy the product. 
When research is used predominantly 
for persuasion, it is almost always used 
more or less dishonestly. The most subtle 
form of dishonesty and perhaps the most 
prevalent is the presentation of only part 
of the evidence and the suppression of 
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the rest. Such dishonesty is often unde- 
tected but nonetheless futile simply be- 
cause it is a weapon open to all parties. 
The prevalence of obvious disagreements 
between experts tends to reduce the lay- 
man’s respect for research, and the sup- 
pression of unfavorable information is 
likely to become habitual. 

Even when intentions are laudable, re- 
search is often aimless fact gathering that 
fails to provide help in making decisions 
except by accident. Some executives ig- 
nore research findings that are inconsist- 
ent with conclusions they have already 
reached; in the name of “‘evidence,”’ some 
research men try to persuade executives 
to make decisions unsupported by the 
actual research. Perhaps the most reveal- 
ing symptom of the practical difficulty of 
using research well is the frequent fail- 
ure to define adequately the objectives of 
research. This failure probably stems 
from a lack of understanding as to what 
a full statement of objectives really in- 
volves and how much hard thinking it 
demands. Careful formulation of objec- 
tives need not and should not preclude 
the search for the unexpected “by-prod- 
ucts” that are often so useful, nor does it 
preclude the collection of certain basic 
information—such as the rate of retail 
sales of one’s product—in advance of cur- 
rent problems. But it is only too easy to 
lapse into the relatively mechanical as- 
sembly of information and quietly wan- 
der off into irrelevancy so that even 
useful information may not be properly 
understood by management even after 
sustained and aggressive attempts by re- 
search men to “sell” their product. 

The failure to specify objectives ade- 
quately stems in part from human fail- 
ings but also from the common tendency 
to regard marketing research as some- 
thing essentially different from manage- 
ment or as a field for experts who supply 
the information needed for decisions to 


executives who then use intuitive judg- 
ment in arriving at the final decision. 
While there are potential advantages to 
be gained from specialization of func- 
tions, the intimate relationship between 
“research” and “intuition” together with 
the fact that the final decision rests with 
management puts on management the 
primary responsibility of using research 
well. 

Marketing research is only one of the 
many fields of business in which experts 
in research aid executives. The execu- 
tive’s task is to use and evaluate the work 
of the expert without fully understand- 
ing the expert's discipline. The depend- 
ence on experts, of course, is not unique 
to business; the most unnerving example 
for many people is their own dependence 
on doctors. The executive's dependence 
on experts has also been recognized and 
sometimes deplored. The time, ability, 
and effort required to attain reasonable 
competence in any field of science ordi- 
narily limits researchers themselves to 
relatively narrow specialization. Yet, the 
executive must make good use of the ad- 
vice of many experts. To say that this 
task is extremely difficult is only to say 
that rational or even partly rational deci- 
sions are hard to make. 

Perhaps the most important potential 
contribution of “research” in marketing 
comes from the relatively objective view- 
point that research encourages even 
among those who do not directly execute 
it. (The increasing orientation of man- 
agement toward the “consumer point of 
view” is probably traceable to marketing 
research.) One cannot help being im- 
pressed by the frequency with which data 
contradict strongly held beliefs or sug- 
gest completely new alternatives for ac- 
tion. However difficult it may be to 
acquire the needed objectivity, the acqui- 
sition is probably not much more diffi- 
cult for executives than for technically 
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trained research people. In those areas of 
research where scientific experimenta- 
tion is seldom used, of which marketing 
research is one, there are few occasions on 
which the research man is really “proved 
wrong,” and it is being proved wrong 
rather than technical training per se that 
probably makes for genuine objectivity. 
Unfortunately, observational data usu- 
ally can be interpreted in many plausible 
ways and frequently fail to convince 
either research men or executives that 
their previously held views were wrong. 

One can be proved wrong also in the 
realm of logic, and the importance of 
sound logic in decision making should 
not be overlooked. Commonplace exam- 
ples of importance are easy to find in 
practice: the assumption that the de- 
mand curve is infinitely inelastic for 
small price rises though not for large 
ones and the use of full costs rather than 
marginal costs in making decisions on 
output. While some errors of logic are 
extremely subtle and hard to detect, it 
would not seem unreasonable to expect 
that executives might learn to avoid the 
obvious ones. Mistakes of empirical in- 
ference also probably turn more fre- 
quently on elementary errors than on 
subtle ones.”° 

Two prerequisites to more effective 
use of marketing research by executives 
can be embraced under “objectivity” and 


* See Wallis and Roberts, op. cit., ch. 3. 


some understanding of basic tools of re- 
search—particularly logic, economics, and 
statistics. The fundamental key, however, 
is the executive’s understanding that re- 
search, like management itself, must be 
evaluated ultimately by predictive tests. 
The single most useful step in fitting 
research into marketing management 
would be greater recognition of the fact 
that the essence of research is neither sur- 
veys nor samples but the evolution and 
testing of hypotheses about marketing by 
testing the predictions to which they 
lead. 

There is, of course, much more to 
management than research. There are 
difficulties in applying research with 
which we have not attempted to deal, 
particularly the extent to which the sci- 
entific approach to management might 
dull intuition or lead to overintellectu- 
alization that could easily paralyze deci- 
sive action. Again, an executive who 
knows a certain venture to be a long shot 
may not try nearly so hard to make it suc- 
ceed as if he believes, erroneously, that it 
is very likely to be successful. There is 
little which can be said about these 
things except to venture the opinion that 
they are probably overrated in impor- 
tance. For each man who succeeds in ap- 
parently irrational ventures or whose 
intuition seems to surpass rational calcu- 
lations, there are many for whom irra- 
tionality is the prime cause of failure. 
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HE well-known investment firm, J. H. 
"T whitney and Company, published a 
report in 1950 in which they stated that, 
of 2,100 new product propositions stud- 
ied, only 17 were considered by them to 
be meritorious. Of these 17, only 2 
proved to be conspicuously successful on 
the competitive market, 5 were moder- 
ately successful, 6 were considered to be 
of a borderline nature, 3 were still too 
young to appraise, and 1 was a distinct 
failure even though its production was 
recommended. In this vital area of prod- 
uct expansion, product improvement, 
and product diversification, this is a very 
dismal record. It appears quite evident 
that there is a great need for improved 
methods of product search and product 
evaluation. 

The search process in obtaining new 
products for expansion or diversification 
is principally one of selection in that 
many ideas and suggestions must be ex- 
amined and those meriting further inves- 
tigation must be evaluated. Ideally, the 
final objective of the researcher is to ob- 
tain a group of alternate possibilities, 
each of which has been subjected to in- 
tensive research and deliberation and has 
passed the various criteria of acceptance. 
A product-evaluation procedure is then 
carried out on each of the possible addi- 
tions in order to determine the optimum 
choice. 


* The authors are indebted to Dr. Walter R. Van 
Voorhis for his comments and constructive criticisms 
of this paper. 

? Director of Operations Research, Shell Develop- 
ment Company, Emeryville, California. 

* Associate Professor and Assistant Director, Op- 
erations Research Group, Case Institute of Technol- 
ogy, Cleveland, Ohio. 


In this paper a general approach to 
product search, developed by an Opera- 
tions Research team from Case Institute 
of Technology, is outlined and a prod- 
uct-evaluation model is described. The 
approach indicates the possibility that 
continued research in this direction can 
result in a major contribution to manage- 
ment decision making in the field of mar- 
keting. 

It should be pointed out that the meth- 
odology is still in a formative stage and 
represents an area for future develop- 
ment. Although the results of this study 
were utilized in an actual application 
with considerable success, it is felt that 
much of the product-search phase is sub- 
ject to further refinement and can be 
quantified into a generalized model for 
future application in a wide variety of 
marketing situations. 


PRODUCT SEARCH 


In most industries there are many 
more possibilities for new products than 
can be investigated with the resources 
(money, time, etc.) available. A type of 
sifting technique must be employed to 
eliminate least likely proposals quickly 
and effectively. This technique, common 
to all phases of decision making, may be 
likened to the well-known process of me- 
chanical sifting in that successive restric- 
tions are applied to the selection system 
so as to provide progressively narrowing 
channels for acceptance. 

Let us suppose that we have no pre- 
conceived notions about new products 
and that the search phase starts from 
scratch. In publications such as The 
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Thomas Register of American Manufac- 
turers, we have at our disposal a com- 
plete compilation of all products cur- 
rently being manufactured throughout 
all of industry. In addition, we have a 
listing of new materials and manufactur- 
ing techniques which could be applied to 
existing products in order to improve or 
expand that particular product line. The 
problem is to narrow down this vast list- 
ing into a usable group of alternative 
possibilities that satisfy the objectives of 
the company concerned. 

One restriction which can be em- 
ployed is based upon the present status of 
the specific industry in question as well 
as industries in related fields. By examin- 
ing the trends and needs of these indus- 
tries, a large portion of currently manu- 
factured products can be eliminated from 
further consideration. Obviously, if we 
are examining product possibilities for 
a food-processing company, then ma- 
chine-tool products are not to be consid- 
ered. Also, there are many products 
within the related industries which may 
be eliminated because they are in a de- 
clining market due to new technological 
developments. As a consequence, this re- 
striction should result in a large paring 
of the original list, leaving only those 
products for which a potential market 
can be foreseen and whose production is 
feasible within the over-all structure of 
the industry under investigation. 

A second restriction is more discrimi- 
nating from the viewpoint of the particu- 
lar company involved and becomes selec- 
tive on the basis of the company’s facili- 
ties and capacities. These conditions 
might be called the criteria of acceptance 
of the company. A sample list of such 
criteria might be the following: 


1. Can use be made of present distri- 
bution facilities? 


2. Can use be made of present produc- 
tion facilities? 

3. Can use be made of present raw ma- 
terials? 

4. Can use be made of present techni- 
cal knowledge? 

5. Can patents and copyrights be ob- 
tained for the product? 

6. Has the new product been tested 
adequately—marketwise? 

7. Has the new product been tested 
adequately—engineeringwise? 


The amount of reduction on the basis 
of acceptance criteria will depend upon 
the sharpness of these criteria. For each 
company, there are separate lists of con- 
ditions which constitute acceptance. 
Then, as each proposed product is sub- 
jected to these criteria, it will be classi- 
fied with respect to its ability to pass or 
not pass each condition. In some cases, 
one criterion may be of greater concern 
to the company than another. Ranking 
procedures and evaluation methods have 
been successfully developed to provide a 
quantitative scoring of product candi- 
dates under these conditions.* In other 
cases the degree of nonacceptance to any 
one criterion may be evaluated by the 
cost to the company for providing the 
necessary facilities or personnel such that 
acceptance is possible. Those products 
which have successfully passed this latter 
restriction, or could pass it with an ac- 
ceptable expenditure of company re- 
sources, become the working list for fur- 
ther sifting. 

Finally, consideration must be given 
to certain relationships ._between each 
proposed product and the current prod- 


“See, for example: C. West Churchman, Russell 
L. Ackoff, and E. Leonard Arnoff, Introduction to 
Operations Research (New York: John Wiley and 
Sons, Inc., 1957), ch. 6, “Weighting Objectives”; 
also, Paul Stillson, “A Method for Defect Evalua- 
tion,” Industrial Quality Control, vol. XI, no. 1 
(July 1954), PP- 9-12. 
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uct line within the company. This re- 
striction raises the basic questions: 


1. Why is a new product being 
searched for at this time? 

2. Will the inclusion of this new prod- 
uct affect operational stability? 


In answer to the first question, the rea- 
sons can be classified broadly into the fol- 
lowing three categories: 


1. Promotional—to extend the product 
line and increase the over-all sales 
volume for all products. 

2. Aggressive—to extend the com- 
pany’s products into a new area and 
diversify the product line. 

3. Defensive—to provide an additional 
outlet for the company’s facilities in 
the event of a market decline in the 
current product line. 


After each of a number of new product 
proposals has been placed into one of 
the above classifications, only those which 
conform to the desired objective should 
be retained for product evaluation. 

To answer the second question posed 
above, it is necessary to consider the basic 
nature of the company’s present opera- 
tions. Is the company primarily profi- 
cient at processing some basic raw mate- 
rial? Does the past success of the company 
hinge upon its know-how in the finishing 
of products? Or tooling? Or packaging? 
Throughout each of the operations 
within the company structure, there is an 
underlying process which has been the 
main contribution to the successful mar- 
keting of these products. Does the new 
product sustain this competitive advan- 
tage? These questions are not easy to an- 
swer and may well entail considerable 
analysis on the part of management. Yet, 
the successful determination of the com- 
pany’s objectives and its philosophy of 
operation are essential ingredients of sci- 
entific product search. 


There is no intention in this presenta- 
tion te suggest that the above criteria are 
all-inclusive for any product search. It is 
intended to indicate a scientific approach 
to product selection. The selection mech- 
anism will undoubtedly vary with each 
company and with each product classifi- 
cation. The final result, in each case, 
should provide a list of alternative pro- 
posals which are acceptable to the com- 
pany. This final listing, then, becomes 
available for product evaluation. 


PRODUCT EVALUATION 


The proposed method for product 
evaluation can be stated in terms of three 
tasks: 


1. Determine the minimum market 
requirements for each product. 

2. Analyze these market requirements 
with respect to production plan- 
ning, manufacturing facilities, man- 
power, and supervision. 

3. Determine whether these market 
and production requirements can 
be met. 


In order to stipulate a minimum ac- 
ceptance level for gross sales (minimum 
market requirements), it is necessary to 
make certain assumptions or estimates 
concerning manufacturing costs, sales 
mixture, administrative expenses, over- 
head, etc. If the specific product to be 
evaluated has experienced prior produc- 
tion, these estimates can be based upon 
actual costs. If it is a new product, then 
best estimates of expected costs are re- 
quired. In addition, there must be avail- 
able some reliable estimate of the ex- 
pected variance of their expectations. In 
either event, these cost figures must re- 
flect the adaptation of the present system 
to incorporate the new product. 

Of course, not all of the factors enter- 
ing into this accounting can be com- 
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pletely pinned down or, in some cases, 
even quantified. This need not cause un- 
due concern to the research worker be- 
cause these factors may be “parame- 
terized” at various levels. For example, 
there may be some doubt as to what deal- 
er’s discount should be allowed on a new 
product; but the dealer’s discount on re- 
lated products are known to vary from a 
minimum of 10 per cent to a high of 40 
per cent. In this case, it might be very in- 
formative to management to evaluate 
this new product at a high, low, and cen- 
tral value for this factor; that is, 10, 25, 
and 40 per cent. Thus, three separate 
evaluations are obtained from which a 
decision can be made. Similarly, such 
policy factors as acceptable net rate of re- 
turn, sales commissions, fraction of time 
devoted to new product, and number of 
types and sizes of new products may also 
be parameterized. The resultant evalua- 
tion, then, is a function of these various 
parameters and is made from a table of 
minimum market requirements depend- 
ing upon the marketing conditions. A 
typical example of such an evaluation is 
shown below to clarify the procedure. 

Let us consider the case of a new prod- 
uct for which manufacturing costs can be 
estimated from related products. The de- 
cision-making costs are classified as those 
pertaining to: 


Manufacturing 

. Selling 

. Administration 

. Fixed costs—overhead allocations 
Regulated costs—services allocation 
6. Variable costs based upon level of 
production 


Cr ke OO NHN 


In order to construct a working model 
for determining minimum product re- 
quirements, it is also necessary to intro- 
duce a number of defined symbols for 
ease of mathematical manipulation. 


These symbols and their definitions are: 


n = number of different sizes of the product to be 
manufactured 

x = total gross sales (in dollars) 

c; = prime cost of each size (that is, the it® size) 
expressed as a decimal fraction of gross sales 

A = fixed costs for new equipment, including 
amortization 

F = total fixed costs for other than new equip- 
ment 

I = total regulated costs 

P, = per cent of gross sales attributable to each 
(that is, the i**) size 

C = sales commission as a per cent of total gross 
sales 

D = distributor discount as a per cent of total 
gross sales 

R = royalties as a per cent of total gross sales 

S = shipping costs as a per cent of total gross sales 

Z = net rate of return as applied to gross sales 


It follows, therefore, that: 


P,F =— fixed costs allocated to each size 
P,I = regulated costs allocated to each size 
P,.x = gross sales for each size 
p:Xc; = total prime cost for each size 
Zx = total net profit 


The total cost of the production proc- 
ess for all sizes of a product can now be 
expressed by the equation: 


n 
Total cost = A +2 


j= 


(R4+D+4S+4C)xP,) +xeiPif (1) 


{rr + IP,;+ 


Since the sum of all of the percentages of 
gross sales attributable to each size equals 


n 

unity, that is, = P; = 1, it follows that we 
a=. 

may write: 

Total cost ~-A+F+4+I1+x 


n 
(R+D+4+S+4C)4+x2cP, (2) 
i=l 


Using this expression, we determine the 
net dollar profit for the product. The re- 
sulting equation would be: 


Zx = x—F—A-—I-—-x 


n 
REP+54 Qa (3) 
I= 


In words, equation (3) states that the 
total net profit is equal to the gross dollar 
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sales (x) less the total cost of the produc- 
tion process. This equation permits a de- 
termination of the expected dollar re- 
turn for any level (x) of gross sales. ‘The 
next step in the mathematical analysis is 
to solve equation (3) for x to express the 
market requirements for stated or param- 
eterized levels of acceptable return. This 
is shown in equation (4). 

es, | 

n 


1-R4+D4S8+4+C0)—Z-z,P, 


‘i= 


t= (4) 


To make use of equation (4), we first de- 
termine those parameters which can 
either be estimated by experience or es- 
tablished by management policy. For 
purposes of illustration, let us choose 
three product sizes which are expected to 
have an equal sales demand. If the prime 
costs of producing these three sizes are 
40, 50, and 60 cents per unit, and the 
sales prices are determined to be $1.00, 
$1.50, and $2.00 per unit, respectively, 
then the individual c,’s turn out to be 
0.400, 0.333, and 0.300; and, since P; = 
n 
1/3, the expression & (P; = 0.333. 
j= 2 

In the event that the selling price of the 
proposed product cannot be definitely es- 
tablished by management decision, then 
several levels of selling prices may be 
used and the sensitivity of the market re- 
quirements to selling price may be de- 
termined. 

For example, investigation may reveal 
that manufacturing royalties for a pro- 
posed sample product is 3 per cent of 
gross sales, the trade discount is accepted 
as 30 per cent of sales, shipping costs are 
estimated at 2 per cent of sales, and the 
sales commission is somewhere in the 
range of 2 to 8 per cent of sales (say, 2, 5, 
or 8 per cent). Substituting these values 


in equation (4), we obtain the alterna- 
tives: 


x —_ F+A+! 6) 


0.02 
1 — 0.35 a ( 0.05 )- 0.333 — Z 





0.08 


The total fixed costs associated with 
adding the proposed product might in- 
clude the addition of two full-time girl 
clerks ($6,000) and additional promotion 
effort to the extent of $15,000 a year. A 
capital expenditure of about $50,000 may 
be required for the new product to be 
amortized over a ten-year period. Thus, 
F and A could be evaluated at $21,000 
and $5,000 per year, respectively. 

The regulated costs are more difficult 
to resolve in that they will Gepend upon 
a distribution of effort within the com- 
pany to support the new product. Such 
items as apportioning sales effort, sales 
expense, research effort, etc., may have to 
be determined by management policy or 
experienced estimation. Once again, sen- 
sitive variables may be evaluated by in- 
serting a range of values for any one vari- 
able and observing their effect upon the 
minimum market requirements. For pur- 
poses of this illustration, let us assume a 
value of $50,000 to cover those costs 
which are allocated by services. 

The acceptable rate of return for the 
addition of any new product to the pres- 
ent product line must be determined 
next. This value may be established by 
management decision. A second alterna- 
tive is to determine the rate of return on 
present products and combine this with 
some sort of risk factor. A third alterna- 
tive is to use several values of this rate. 
In the example, let us follow the third 
procedure and use 0.10, 0.15, and 0.20 as 
possible rates of return. Substitution of 
acceptable values in the right-hand mem- 
ber of (4) will yield nine alternative val- 
ues for x. These may be expressed in the 
following form: 
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ot 21,000 45,0004 50,000 
— 0.02 —i 
1—0.35 — ( 905 ) — 0.333 —{ 0.15 ) 

0.08 0.20 
76,000 

0.02 0.10 

0.317 — ( 0.05 ) —{ 0.15 

0.08 0.20 


The resulting evaluations are shown in 
Table I. 








TABLE I 


MINIMUM MARKET REQUIREMENTS AS A FUNCTION 
OF SALES COMMISSION AND NET RATE OF RETURN®* 








Sales Commission 








0.02 0.05 0.08 
Rate 0.10 386,000 455,000 555,000 
of 0.15 516,000 650,000 873,000 
return 0.20 783,000 1,132,000 2,055,000 





* All values within the table are based on gross 
sales per year. 


Thus, by stipulating the marketing con- 
ditions in terms of salesmen’s commis- 
sions and net rate of return, we find that 
the minimum marketing requirements 
for the proposed product are $386,000 
for the low pair, $650,000 for the average 
pair, and $2,055,000 for the highest val- 
ues of the two variables. Other levels of 
each variable could be used and a sensi- 
tivity analysis could be carried out for 
each variable in order to determine criti- 
cal factors in the product evaluation. 
The second task in product evaluation 
is to examine the sales requisites estab- 
lished by the above procedure in terms 
of production requirements. At the speci- 
fied production level established by the 
market requirements, there are many 
problems associated with planning and 
scheduling, time and manpower require- 
ments, capacity allocations, and so on. 
In this particular area, the techniques of 
mathematical programming, inventory 
model construction, production control, 
industrial engineering, etc., are very ef- 
fective in preplanning the_ production 
operation. A partial check list is sug- 


gested below to ensure adequate cover- 
age of this task. 


1. How many items of each size are re- 
quired to meet the estimated mini- 
mum sales demands? 

2. What production times are required 
to produce this number of items? 

3. How much factory space must be 
allocated for the new product? 

4. How many machines are required 
to handle this level of production? 

5. How much productive manpower 
will be required? 

6. How much indirect manpower will 
be required in the stock room, ship- 
ping room, tool room, etc.? 

7. How much supervision will be re- 
quired for the new product pro- 
duction? 


The third and last task in this evalua- 
tion procedure is to determine whether 
these market and production require- 
ments can be met. From the production 
standpoint, this determination is par- 
tially carried out in the above procedure 
but also involves additional decisions as 
to the feasibility of facility expansions, 
capital investment, and material procure- 
ment. Undoubtedly, the difficult portion 
of this task is concerned with the deter- 
mination of the potential market for the 
product through the use of sales forecast- 
ing and marketing research. 

In the field of marketing research, 
there are many methods for forecasting 
sales on either a short-run or long-range 
projection. The latter type of forecasting 
has been particularly adapted to new 
product marketing research and includes 
the normal methods of consumer surveys, 
professional surveys, trend and cycle 
analyses, and various types of correlation 
analyses. The success of these methods 
is mainly dependent upon proper sam- 
pling techniques and a discerning re- 
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search approach based upon the eco- 
nomic and competitive characteristics of 
the product. For example, six general 
types of forecasting approach methods 
are listed below which could be used to 
accomplish this phase of the evaluation. 


(a) Evolutionary approach—the antici- 

pated sales demand is projected as 

an outgrowth, or evolution, of an 
existing demand. 

Substitute approach—the new prod- 

uct forecast is projected as a sub- 

stitute for the sales pattern of some 
existing product. 

(c) Growth-curve approach—the rate 
of growth and ultimate level of de- 
mand is forecasted on the basis of 
the patterns obtained for related 
established products. 

(d) Opinion-polling approach—fore- 
cast based upon direct inquiry of 
the ultimate consumer. 

(e) Sales-experience approach—the 
product is placed on restricted sale 
in a sample market and a forecast 
is made on the basis of this experi- 
ence. 

(f) Distribution-poll approach—the 
forecast is projected from the re- 
sults of a direct inquiry of dealers 
and distributors of related prod- 
ucts, 


(b) 


The particular method of forecasting 
in the operations research effort on which 
this paper is based was a multistage con- 
sumer distributor survey. In this case, a 
random sample of customers and dis- 
tributors was selected using a territorial 
distribution of present products. The 
company salesmen were instructed to 


contact 10 per cent of all the distributors 
in their territory and to attempt to ob- 
tain sales orders at each contact. Opinion 
polling of ultimate consumers on a sam- 
ple basis completed the survey. The final 
market estimate was developed with the 
use of pertinent statistical techniques. 


CONCLUSIONS 


The evaluation procedure discussed in 
this paper provides management with 
the necessary information and facts with 
which it can make an effective decision. 
It subjects management to critical self- 
analysis concerning long-range objectives 
and goals and incorporates these policy 
decisions into future product expansion. 
It defines an acceptance standard for 
present as well as future company opera- 
tions. It should suggest other profitable 
areas for further research in the fields of 
product improvement, product expan- 
sion, and product diversification. 
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TWENTY-FIVE YEARS OF WHOLESALING: 
A REVOLUTION IN FOOD WHOLESALING 


PAUL D. CONVERSE 
University of Illinois 


STATUS OF WHOLESALING 


URING the 1910’s and the 1920's the 
D wholesaler was said to be losing his 
position of prominence in our distribu- 
tion system. Manufacturers were bypass- 
ing him and selling to the retailers. Chain 
stores were growing and doing their own 
wholesaling. The general dry goods 
wholesalers have been declining since 
the 1900's with the rise of resident buy- 
ers. A writer in 1910 said: “complaints 
arise from many quarters that the jobber 
is too dictatorial and that he ought to be 
shown that he is not the indispensable 
fellow he thinks he is. But efforts to oust 
him are sure as fate to be fought bitterly 
and skillfully.”? Efforts have been made 
to oust the wholesaler and he has fought 
back bitterly and skillfully. We now have 
Census reports on wholesale operations 
covering the 25 years from 1929 to 1954. 
The wholesaler seems to be fully as im- 
portant as in 1929, but in some trades 
there have been radical changes in meth- 
ods of operations and in services per- 
formed. The wholesalers declined in im- 
portance from 1929 to 1939 but have 
come back strong since 1939 and are an 
important segment of our economy. In 
1954 the average value added by each 
person engaged in wholesaling was $9,630 


*Raymond W. Gage quoted in Paul Cherington: 
Advertising as a Business Force, p. 33. 


in contrast to an average of $5,794 for all 
workers and $5,370 for those engaged in 
retailing (author’s estimates). Each per- 
son engaged in wholesaling added 66 per 
cent more to the national product than 
the average for civilian workers. Whole- 
saling employed 4.8 per cent of the labor 
force and produced 7.9 per cent of the 
gross national product. 

We now have figures from various 
Censuses covering the 25 years from 1929 
to 1954. The sales of wholesale merchants 
and of the wholesale trade (which also 
includes brokers, auctions, bulk tank 
stations, manufacturers’ sales branches 
and offices, and assemblers of farm and 
other products) were as follows: 








Wholesale Merchants Wholesale Trade 





(millions of dollars) 
1929 29,205 66,674 
1939 22,538 54,888 
1948 79,767 188,688 
1954 100,560 234,038 





The sales of wholesalers have shown a 
substantial increase since 1939. Are these 
gains a result of increase in prices and a 
larger over-all economy, or has the whole- 
saler gained market position? In an at- 
tempt to answer this question, the author 
has compared their sales with several in- 
dexes of economic activity from 1929 to 
1954 (Table I). 


TABLE I 


SALES OF WHOLESALE TRADE AND VARIOUS OTHER INDEXES, 1929-1954 




















G.N.P. Industrial 
Less Marketing Output 
Wholesale Retail Government of Farm Disposable (Price 
Year Trade Trade G.N.P. Product Products Income Adjusted) 
1929 100 100 100 100 100 100 100 
1939 82 87 87 83 69 85 80 
1948 283 270 246 240 267 226 297 
1954 352 352 345 328 265 306 378 
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It will be seen that from 1929 to 1939 
sales of wholesalers declined more than 
the other indexes with the exception of 
value of farm products marketed and 
industrial output adjusted for changes 
in price. 

However, from 1939 to 1948, wholesal- 
ing gained more than the other selected 
indexes except marketing of farm prod- 
ucts and industrial production, price ad- 
justed. Wholesale sales, in this period, 
increased 245 per cent compared with an 
increase of 210 per cent in retail sales, 
183 per cent in gross national product, 
and 166 per cent in disposable income. 

From 1948 to 1954 wholesale sales 
gained relatively less than retail sales, 
gross national product, and disposable 
income. In the over-all picture, whole- 
saling as a segment of our economy 
seemed to be of approximately the same 
relative importance in 1954 as in 1929. 
Our economy expanded and wholesaling 
expanded with it. This was true of whole- 
saling as a whole. However, some types 
of wholesalers improved their position 
while others lost position. 

When we look at the five different 
types of institutions engaged in whole- 
sale trade (Table II), we see that the 
largest gains were made by bulk tank sta- 
tions and manufacturers’ sales branches 
and offices and the smallest gains by as- 
semblers and brokers. The business of 
assemblers increased only a little more 
than the prices of farm products and less 
than would have been expected by the 


rise in prices and the increased popula- 
tion to be fed. The business of whole- 
sale merchants increased by approxi- 
mately the same percentage as did that of 
the entire wholesale trade, the same as 
gross national product, and somewhat 
more than gross national product less 
government product. 


CHANGES IN BUSINESS OF WHOLESALE 
MERCHANTS 

An examination of the index numbers 
in Table III will indicate the great in- 
crease came between 1939 and 1948. This 
was a period of rising prices and of great 
economic expansion—World War II and 
the reconversion period. Total sales of 
wholesale merchants increased more than 
250 per cent. The largest increases came 
in the sale of various kinds of industrial 
goods, metals, waste materials, machin- 
ery, lumber and construction materials, 
automotive equipment and tires, elec- 
trical supplies and materials, electrical 
appliances, plumbing, and converters 
(cloth). The war and postwar years were 
years of great industrial expansion, much 
building, and the purchase of many 
household appliances. The wholesalers 
shared in this growth. 

Of the other types of wholesale mer- 
chants, the grocers made a good showing. 
From 1939 to 1954, they increased their 
sales more than did the food retailers 
(including the chains). The conclusion 
would be that the wholesalers are sup- 
plying a larger proportion of the retail 


TABLE II 
SALEs OF VARIOUS WHOLESALE INSTITUTIONS, 1929-1954 








Manufacturers’ 





Sales 
Branches Bulk 
Year Merchants and Offices Brokers Tank Assemblers 
1929 100 100 100 100 100 
1939 77 88 81 159 56 
1948 273 326 238 444 246 
1954 346 430 270 671 203 
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TABLE III 
SALEs OF SELECTED TYPES OF WHOLESALE MERCHANTS, 1929-1954 
1929 1939 1948 1954 
All 100 77 273 346 
Five types of industrial goods* 100 88 384 519 
Electrical 100 93 523 749 
Plumbing 100 76 364 468 
Industrial chemica!s 100 71 243 326 
Groceries (foods) 100 73 211 322 
Drugs, general line 100 89 | 208 313 
Hardware 100 83 282 289 
Dry — and apparel: 

ry goods, general line 100 36 80 69 
Specialty lines 100 60 210 212 
othing, including footwear 100 63 141 165 
Converters 100 197 819 698 
Furniture and home furnishings 100 75 221 421 





* Machinery, metals, lumber and construction materials, waste materials, and automotive equipment 


stores. This could be the result of in- 
creasing their sales to the chains, by the 
independent retailers increasing their 
share of the market in competition with 
the chains, or by sales to institutions in- 
creasing. The first conclusion is probably 
the correct one. The sales of general-line 
wholesale druggists increased less during 
these years than did the sales of the in- 
dependent retail druggists, indicating 
that the independent retailers obtained 
a larger proportion of their goods from 
specialty-line drug or other, types of 
wholesalers. The wholesalers of dry goods 
and apparel had smaller increases in sales 
than did the various types of retailers 
selling similar lines of goods. The sales 
of converters showed a large increase up 
to 1948 and then a decrease to 1954. This 
decrease was probably caused by more 
integration among the textile manufac- 
turers who undertook to convert more of 
their cloth. The sales of hardware whole- 
salers increased less than the sales of re- 
tail hardware stores. The sales of plumb- 
ing wholesalers increased more than 
those of plumbing retailers, probably be- 
cause of increased sales to contractors. 
Sales of wholesalers selling furniture 
and home furnishings increased by a 
larger percentage than sales of retail 


stores in the same general classification. 
This indicates that furniture whole- 
salers increased their share of the mar- 
ket, but even so they supply the retailers 
with less than half of their goods. Com- 
parison of sales of other major types of 
wholesalers with sales of retailers is un- 
satisfactory owing to differences in classi- 
fication between wholesale and retail 
censuses. 

The conclusion is that wholesale mer- 
chants selling industrial goods, construc- 
tion materials, foods, and home furniture 
and furnishings increased their market 
position between 1939 and 1954. The 
showing of the wholesale grocers is out- 
standing. Food wholesalers have larger 
sales than any other group of wholesale 
merchants. Chain stores are much more 
important in the sale of food than of in- 
dustrial goods, construction materials, or 
furniture. The operations of food whole- 
salers deserve further attention. 


EXPENSES OF WHOLESALERS 


The expenses of the wholesale trade, 
the various broad types of nonmerchant 
wholesalers, all wholesale merchants, and 
wholesale merchants in selected trades 
are shown in Table IV. The total ex- 
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TABLE IV 
OPERATING EXPENSES OF WHOLESALERS 

















Percentages of Sales* 





1929» 1939 1948 1954 
Wholesale trade 8.85 10.0 8.7 9.5 
Manufacturers’ sales branches and offices 9.1 10.7 7.4 7.7 
Brokers 3.2 2.8 2.6 3.1 
Bulk tank 16.0 11.0 9.0 10.0 
Assemblers 4.5 9.3 6.1 8.1 
Merchants 11.7 13.1 11.6 13.2 
Machinery 19.4 20.0 18.0 20.2 
Metals _— 12.0 12.1 14.5 
Lumber and bldg. materials 17.2 15.2 14.0 16.1 
Electrical supplies, materials, etc. 18.6 18.3 16.2 13.6 
Waste materials 12.7 14.7 11.9 17.8 
Plumbing 19.9 18.4 15.1 16.3 
Electrical appliances 19.85 13.1 18.6 13.1 
Converters (cloth) 10.8 9.7 8.9 9.7 
Chemicals 12.9 15.0 13.4 15.9 
Groceries (general line) 9.1 9.5 8.1 7.5 
Drugs (general line) 14.1 13.0 11.9 13.6 
Dry goods (general line) 14.9 15.1 13.0 14.4 
Clothing, including footwear 14.1 14.4 14.2 15.4 

Dry goods (specialties, fur goods, 
notions) — 13.4 12.2 13.8 
Hardware 18.8 18.4 15.6 18.3 
Furniture, home furnishings 19.0 17.2 16.6 18.5 
Paper and paper products 16.6 17.2 15.5 15.7 
Farm products (raw) $.$ 6.8 3.6 4.0 





* A few percentages computed by author. 


> Classifications in some trades may vary somewhat from other years. 


penses of all engaged in the wholesale 
trade and of all wholesale merchants in- 
creased from 1929 to 1939. This is as 
would be expected. Dollar expenses usu- 
ally lag behind prices when prices move 
up or down since they are made up 
largely of salaries, wages, rents, advertis- 
ing rates, and postage and public utility 
rates. Thus, expenses as expressed as per- 
centage of sales are expected to rise when 
prices fall and to fall when prices rise. 
Expense percentages declined from 1939 
to 1948 and for all wholesale trade and 
for all wholesale inerchants were slightly 
below the 1929 figures. 

From 1948 to 1954 expense percentage 
increased. The expenses of the wholesale 
trade at 9.5 per cent were higher than 
in 1929 but o.5 lower than in 1939. The 
expenses of wholesale merchants in 1954 
were 1.5 per cent higher than in 1929 
and 0.1 per cent higher than in 1939. 
From 1948 to 1954 the wholesale price 


index rose almost 6 per cent and the re- 
tail price index, 8 per cent—most of the 
increase coming in 1951. We would ex- 
pect the expense percentages to be some- 
what lower in 1954 than in 1948. This 
was not the case. Most of the increase 
came in the expenses of wholesale mer- 
chants. The reason for this is not hard to 
find. The figures in Table III show that 
in the over-all picture the big increases 
in sales came among those wholesale mer- 
chants selling industrial goods and con- 
struction materials. The figures in Table 
IV show that these are largely the whole- 
salers with the highest expenses. Not 
only did the high-cost wholesalers in- 
crease their sales more than the average 
but several of them allowed their ex- 
pemses to increase. 

Most types of wholesale merchants sell- 
ing consumer goods also reported higher 
operating expenses in 1954 than in 1948. 
The reason for this needs further study. 
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Perhaps wage rates went up faster than 
prices and faster than the wholesalers 
were able to introduce labor-saving de- 
vices. When we compare 1954 expense 
percentages with those of 1929, we find 
that several types had lower expenses 
(groceries, drugs, dry goods, hardware, 
furniture and home furnishing, and pa- 
per). Of the types listed in the table, only 
those selling clothing had higher ex- 
penses than in 1929. During the 25-year 
period the record of wholesale merchants 
selling consumer goods is good. This is 
likely accounted for (1) by the growth of 
voluntary group and cooperative whole- 
salers; (2) by the introduction of one- 
story warehouses and more efficient ma- 
chines and methods of handling goods 
and accounting for buying and selling 
transactions; and (3) perhaps to a lim- 
ited extent by the increase in limited 
function operations such as limited 
credit, cash and carry, and self-service. 

The record of the food wholesalers has 
been outstanding. Average expenses in- 
creased only 0.4 per cent from 1929 to 
1939. They declined 1.4 per cent from 
1939 to 1948 and 0.6 per cent from 1948 
to 1954. 

This is a remarkable showing in com- 
parison with other types of wholesalers. 
The basic reason has been the competi- 
tion of the chains. The chains developed 
methods of supplying goods to their re- 
tail stores at lower cost than the whole- 
salers supplied goods to the independent 
retailers. ‘To survive, the wholesalers had 
to enable the retailers to survive. This 
meant doing two things—supplying goods 
to the retailers on a competitive basis and 
making the retailers into better mer- 
chants. This the wholesale grocers have 
done. 


REVOLUTION IN FOOD DISTRIBUTION 


There has been a revolution in the dis- 
tribution of food since 1920. In 1920, a 


grocery product costing the wholesaler 
$1.00 would usually cost the retailer 
$1.13 and the consumer $1.40. Today 
this item will reach the consumer at 
about $1.20 if purchased in a modern 
supermarket. The chains have margins 
varying from 1614 to 1914 per cent which 
usually cover both wholesale and retail 
operations. The efficient operator of a 
supermarket or superette and buying 
from an efficiently managed voluntary or 
cooperative wholesaler can meet the 
price of the chain. This allows the whole- 
saler a margin of 4 to 5 per cent or 4.2 to 
5 cents and the retailer a margin of ap- 
proximately 12 or 13 per cent or 15 to 16 
cents. The expense of handling produce, 
frozen foods, health and beauty aids, and 
meats is somewhat higher. The whole- 
sale grocer of 1910-1920 handled few of 
these items. 

As to methods, the changes in retailing 
have been the widespread use of the 
cash-and-carry, self-serve method of op- 
eration by larger stores called supermar- 
kets—doing their own wholesaling or 
buying on a “contract” or “voluntary” 
basis—and in wholesaling by (1) the in- 
troduction of one-story warehouses with 
palletizations and mechanical handling 
and accounting devices, and (2) the vol- 
untary and contract methods of opera- 
tion under which the retailers mail in 
their orders weekly accompanied by 
signed blank checks. 

Let’s look at grocery wholesaling as it 
existed between 1910 and 1920. The 
goods were usually stored in a multistory 
warehouse. Neither pallets nor fork-lift 
trucks were in use. The wholesaler had a 
force of salesmen calling on the retailers 
to solicit business. He sold on credit and 
many retailers were slow in paying their 
bills. The goods were delivered in the 
wholesaler’s or hired drays to the retail 
stores or to the freight house for out-of- 
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town retailers. The out-of-town retailers 
had to move the goods from the freight 
house to their stores. Most of the retailers 
were small and usually divided their 
business between two or more whole- 
salers. This meant small orders and rela- 
tively high expenses for assembling and 
packing orders, making out invoices, and 
keeping books. The larger wholesalers 
usually had their own brands of canned 
fruits and vegetables and perhaps other 
goods. The trade channel was well estab- 
lished. The manufacturer sold to the 
wholesaler and the wholesaler sold to 
the retailers. It was considered “unethi- 
cal” by many for the manufacturer to 
sell the retailer or for the wholesaler to 


sell the consumer, although some of them 
did. 


ADVENT OF THE CHAIN STORE 


Into this well-established and more-or- 
less peaceful picture came the chain 
store. The chain stores bougit from the 
manufacturer, did their own wholesal- 
ing, and sold the consumcrs. This method 
of operation reduced the cost of getting 
goods to their retail stores and enabled 
them to undersell other retailers. The 
food chains early adopted the cash-and- 
carry method of operation. The consum- 
ers flocked to the chain stores. The inde- 
pendent retailers suffered. They bought 
less from the wholesalers as their sales 
declined and this hurt the wholesalers. In 
the 1900's a great many consumers 
bought their groceries on credit. They 
paid their bills weekly, monthly, annu- 
ally, and sometimes never. This was an 
expensive way of doing business. Many 
consumers had their groceries delivered. 
Delivery added to the retailer's expense. 
The typical grocer felt that the consum- 
ers demanded these services and was 
afraid to abolish them. 

It remained for Henry Kohls of Jersey 


City to show that they could be dispensed 
with. He started the National Grocery 
Company in 1908 and his first store was 
at 125 Ocean Avenue.? Kohls was suc- 
cessful and soon had a chain of cash-and- 
carry stores. Seeing his success, other 
chains followed. The chain stores were 
less bound by tradition than the ortho- 
dox grocers. They quickly adopted the 
cash-and-carry method of operation to re- 
duce expenses and prices. Their method 
of operation was associated in the con- 
sumer’s mind with the chain stores. 

In 1916, Clarence Saunders opened a 
self-serve grocery store in Memphis. A 
few grocers in California and Texas were 
also experimenting with the method. 
Saunders had a catchy name for his stores 
—Piggly Wiggly. He sold his idea quickly 
and successfully, and it was only a few 
years until people all over the country 
were used to waiting on themselves and 
carrying their purchases to the cashier 
at the checkout counter. The consumers 
were using what we may call an “‘assem- 
bly line” in buying their groceries. Com- 
bining the cash-and-carry method with 
the self-serve method in a store with 
larger stocks of goods, the supermarket 
was born early in the 1930's. 

Chain stores grew rapidly in the 1910's 
and broke into full bloom in the 1920's. 
From a marketing viewpoint, the 1920's 
may be called the “chain store era.”” The 
growth of the chains hurt the independ- 
ent retailers and the independent whole- 
salers. They felt that there must be some- 
thing “unfair” about a method of opera- 
tion that could undercut their prices and 
take away their customers. They cried to 
high heaven for relief. 

Like other good Americans, they said: 
“there ought to be a law.”” This has been 
a time-honored pratice. When the whole- 


* The author is indebted to the Public Library of 
Newark and the Jersey City Free Public Library for 
digging up this information on Kohls. 
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salers were hurt by the auctions selling 
imported textiles following the War of 
1812, they hollered long and loud for 
laws to curb the auctions. When the de- 
partment stores grew up in the closing 
decades of the nineteenth century, the 
dry goods and other retailers hollered for 
laws to curb them. At the beginning of 
the century, the use of premiums and 
trading stamps was so common that there 
was much agitation for restrictive legis- 
lation. In the 1900's the mail-order 
houses grew rapidly. They hurt espe- 
cially the rural retailers, as their main 
business at that time was obtained from 
the farmers. The rural stores set up a 
loud how! for legislation to put the mail- 
order houses out of business. 

Relatively few restrictive laws were 
passed. The country believed in a com- 
petitive, free-enterprise system of letting 
the best man win; more practically, none 
of these groups had enough votes to exert 
the pressure necessary to get the desired 
bills passed. In the first case, it was the 
wholesalers and the wholesalers have 
never been a particularly numerous or 
popular group. In the second case, it was 
the city retailers and particularly the dry 
goods and clothing merchants. They 
were, after all, not an especially numer- 
ous group of voters. The cry against pre- 
miums and trading stamps was somewhat 
more widespread, and some states passed 
laws that the stamps must be redeemable 
in cash. 

The agitation against the chain stores 
in the 1920’s was somewhat more success- 
ful. Both city and rural retailers were 
hurt. The grocers as well as dry goods, 
variety, millinery, and clothing stores all 
felt the competition. They made up a 
larger group. By the 1920's the automo- 
bile was in general use. This enabled the 
retailers to organize caravans to visit state 
capitals and parade before the legislators. 


The result was that several states passed 
laws imposing graduated taxes on the 
chains. Some staies passed price-floor 
laws (so-called ‘“‘unfair practice” acts) 
prohibiting retailers from selling goods 
below cost or below their cost plus a more 
or less definitely stated markup. The anti- 
chain agitation no doubt had consider- 
able influence in inducing 45 states to 
pass resale price maintenance (so-called 
“fair trade’) laws—most of them in the 
1930’s—and in inducing Congress to pass 
the Robinson-Patman Amendment in 
1936 intended to outlaw discriminatory 
prices by manufacturers to various types 
of buyers. 

Although the campaign to enact re- 
strictive legislation met with some suc- 
cess, the laws did very little to help the 
retailers or wholesalers. Some of the laws 
were thrown out by the courts. The grad- 
uated tax laws were not high enough to 
cripple the chains. Yet, the independent 
retailers have held their own and the 
wholesalers have grown in importance. 
Laws have helped little. What then has 
happened? Like the woman who lost her 
footing and was sliding down a glacier, 
she realized that if she were to be saved 
she had to save herself. The woman real- 
ized this in a matter of seconds and did 
something about it. It took the grocers 
several years, but they also did something 
about it. 


MEETING CHAIN COMPETITION 


Retailers and wholesalers now say, “the 
chains were the best thing that ever hap- 
pened to us.” If they were going to sur- 
vive, they had to find out what the chains 
did and do it equally well or better. If 
the retailers went out of business, so 
would the wholesalers. To stay in busi- 
ness, the wholesalers had to save the re- 
tailers. To save the retailers, two things 
were necessary: the retailers must be able 
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to buy their goods at lower prices and the 
retailers had to operate better stores. 
They had to be better merchants. To ac- 
complish this end, two movements were 
started. 


Retailer Owned Wholesale Houses 


First, the retailers would operate their 
own wholesale houses. The retailers 
would mail in their orders, thus dispens- 
ing with wholesale salesmen. The whole- 
sale house would operate as a warehouse 
and deliver groceries on regular sched- 
ules. The retailers put up the money to 
finance the wholesale house and paid 
cash for their groceries or received a 
week or ten days’ credit. Selling for cash, 
they could pay cash. The first of these 
retailer owned houses were the Baltimore 
Wholesale Grocery Company, started in 
1887, and the Frankford Grocery Com- 
pany of Philadelphia, started in 1888. 
There have been many others. A recent 
count by the American Institute of Food 
Distribution shows 234 retailer owned 
wholesale houses with over 37,000 retail 
members. One limitation on their growth 
was that they placed the main and at 
times the sole emphasis on price and gave 
little or no merchandising help to their 
retail members. However, some of these 
houses are now rendering merchandise 
assistance to members somewhat similar 
to that of the voluntaries. 

Most of these houses operate at very 
low expenses. The simple average ex- 
pense of four such wholesalers is 3.4 per 
cent. Most of their profit is returned to 
member stores as patronage dividends, 
and only very small amounts are carried 
to surplus. The expense percentage for 
practical purposes represents the margin 
charged the retailers. These houses devel- 
oped mainly by handling groceries. Some, 
however, handle frozen foods, drugs. 
toiletries, and produce. The retailer 


owned houses usually deliver the goods, 
at least in the metropolitan areas where 
they are located, and the delivery expense 
is included in the above figures. Retailer 
owned wholesale grocers often have lim- 
ited lines of goods under their own 
brands. Many goods are drop-shipped di- 
rect to the retail stores. 


Voluntary Wholesalers 


The second movement, which has had 
the larger growth, was the establishment 
of voluntary wholesalers. A recent count 
showed 456 voluntary wholesalers with 
89,000 affiliated retailers. They are called 
“voluntaries” because the retailers volun- 
tarily affiliate with them. The basic idea 
of the voluntary wholesaler is that he se- 
cures a group of retailers who buy all or 
most of their goods from him, and, in re- 
turn, he furnishes them with merchan- 
dising assistance in operating their stores 
and gives them a franchise to use the 
sponsor's name on their stores. This may 
be a nationally controlled name like IGA, 
Red and White, or Clover Farm or a 
name the wholesaler controls as Super 
Valu, Royal Blue, Jack Spratt, or Car- 
dinal. 

Since the retailers voluntarily give 
him their business, the wholesaler needs 
no salesmen. He receives his orders from 
the retailers by mail accompanied by 
signed blank checks for payment. He typ- 
ically operates a one-story warehouse on 
the assembly-line basis and delivers the 
goods to his affiliated retailers on definite 
schedules. He employs merchandising 
men, corresponding to the supervisors of 
the chain stores, to help the retailers in 
operating their stores. He may also em- 
ploy specialists on the display and sale of 
meats and produce (fruits and vegeta- 
bles), engineers to help with the construc- 
tion and layout of new buildings, and ac- 
countants to help set up and keep records 
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and make out income tax statements. The 
wholesaler may even help finance experi- 
enced men in setting up their stores. The 
operation of a successful voluntary whole- 
saler is described below. 

Two preseni trends should be noted. 
One is the adding of additional lines— 
health and beauty aids, housewares, prod- 
uce, frozen foods, meats, milk, and bakery 
goods. Thus, the wholesaler grocer is be- 
coming a “one-stop” food wholesaler. 
Probably most grocery wholesalers now 
handle health and beauty aids and some 
housewares. Many are handling frozen 
foods and produce. A few are warehous- 
ing cured meats and having fresh meats 
drop-shipped to their customers. Bread 
and milk are seldom warehoused but are 
frequently drop-shipped to the retail 
members. Private wholesalers appear to 
be widening their lines faster than re- 
tailer owned houses. 

Both the lines handled and the propor- 
tion of sales drop-shipped affect the 
wholesaler’s expense. A wholesaler may 
handle dry groceries for 3 per cent or less. 
Health and beauty aids are often sold in 
smaller quantities, and in “fair trade” 


ping reduces the wholesaler’s expense. 
The wholesaler has only the expense of 
assembling orders and the accounting 
necessary to handle accounts payable and 
receivable. 

Delivery is expensive, involving ex- 
penses from a fraction of 1 per cent of 
sales up to 2 per cent. If the wholesaler 
makes free delivery, his reported expense 
will be higher than if he charges for de- 
livery and handles the operation sepa- 
rately from his wholesale business. Deliv- 
ery expense is apparently higher for 
wholesalers operating in sparsely popu- 
lated rural areas such as the Dakota’s, 
Montana, Nebraska, Kansas, Wyoming, 
and Colorado than for those operating in 
large metropoliian areas. Delivery ex- 
penses appear to be higher for small stores 
than for supermarkets and ‘superettes 
with weekly purchases of thousands of 
dollars. 

The product mix. The following hypo- 
thetical example illustrates the effect of 
product mix for wholesalers A and B, 
which have identical expenses for each 
department but quite different average 
expenses: 




















A B 
Total or Total or 
Percentage Percentage Average Percentage Percentage Average 
Department of Expense of Sales Expense Department of Expense of Sales Expense 
Groceries 3 80 2.4 Groceries 3 50 1.5 
Drugs 10 10 1.0 Drugs 10 12 1.2 
Produce 8 10 0.8 Produce 8 15 1.2 
Frozen foods 11 10 1.1 
Meat 14 13 1.82 
Average expense 4.2 6.82 





states the wholesaler may price mark each 
item. Frozen foods require special capital 
outlay for refrigerated rooms and refrig- 
erated or insulated trucks. Produce in- 
volves special skill in buying and han- 
dling and requires much more frequent 
delivery than groceries. Milk and bakery 
goods must be delivered daily. Drop-ship- 


The service mix. The table at the top 
of the next page shows the actual figures 
for an efficiently operated retailer owned 
house. 

This wholesaler has an average expense 
for goods warehoused (groceries, frozen 
foods, and health and beauty aids) of 2.45 
per cent. Delivery costs 1 per cent and its 
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Percentage of Percentage of Percentage of 
Service Rendered Sales Expense Total Expense 
Goods delivered 42 3.45 1.45 
Goods called for 28 2.45 69 
Goods drop-shipped 30 0.13 .39 
Average expense 2.53 





expense of goods delivered is 3.45 per 
cent. However, 30 per cent of the sales 
are drop-shipped at a small fraction 
of the 1-per cent expense. This brings 
the average operating expense down to 
2.53 per cent, a figure quite different from 
3.45 per cent for the goods warehoused 
and delivered. 

It may be interesting to examine in 
some detail the operation of a successful 
voluntary food wholesaler. 


SUPER VALU STORES, INC. 


The operations of a voluntary grocery 
wholesaler may be illustrated with the 
business of Super Valu Stores, Inc., of 
Hopkins, Minnesota, and other towns in 
Iowa and North and South Dakota. This 
concern was started in Minneapolis in 
1872 as Newell & Harrison. It operated 
for years in a multistory warehouse in the 
orthodox way as a service wholesaler. It 
sent salesmen to the retailers to solicit 
business and sold them on credit. The 
name was changed to Winston & Newell 
in 1926. Chain-store competition became 
keen in this area in the 1920's, and in 
1932 Winston & Newell secured a group 
of independent retailers to affiliate with 
them and organized a voluntary chain. It 
adopted the name of Super Valu for use 
by the retail stores. The name of the com- 
pany was changed to Super Valu Stores, 
Inc., in 1954. In 1932 the company had 
5,400 customers and sales of $4,500,000. 
Today the company sells approximately 
$100,000,000 to 570 affiliated retail stores. 
It also operated ten cash-and-carry branch 
warehouses where nonaffiliated stores 


can buy for cash and take the goods home 
with them in their automobiles or deliv- 
ery trucks. These ten cash-and-carry 
houses do a business of some $7,000,000. 
Small stores not affiliated with a volun- 
tary wholesaler can buy at moderate 
prices from these cash-and-carry houses. 
Three of these ten houses are located in 
Minneapolis, one in St. Paul, and the 
other six in various towns in Iowa and 
the Dakota’s. 

The 570 affiliated retail stores are 
served from five warehouses located in 
Hopkins, Minnesota (near Minneapolis); 
Des Moines, Iowa; Aberdeen, South Da- 
kota; and Fargo and Bismarck, North Da- 
kota. Three of these are one-story ware- 
houses. The goods are placed on pallets 
(small wooden platforms), moved into 
the warehouse, and stacked by fork-lift 
trucks. Orders from retailers are brought 
to the shipping dock on an assembly-line 
basis. The order pickers move down the 
aisles with carts or trucks and select the 
goods ordered by a retailer. On the dock 
the order is checked for correctness and 
loaded on trucks for delivery to the stores. 

The operation of a modern food dis- 
tributing warehouse is a revelation to 
those unfamilar with modern materials- 
handling equipment. Goods are un- 
loaded from incoming cars or trucks, 
placed on pallets, conveyed to their 
proper places on the assembly line, and 
stacked—all mechanically. This may be 
done in the early morning hours. Later 
in the day the order pickers come along 
with their trucks and assemble the orders 
and take them to the outgoing dock for 
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shipment. Orders received one day are 
usually delivered to the retailer the next 
day. 

In a well-managed, one-story grocery 
warehouse, goods are unloaded from cars 
and trucks, stored, orders assembled, and 
loaded on outgoing trucks at a cost be- 
tween 114 and g per cent of selling price. 
Both chain warehouses and wholesale 
grocers exchange information on the 
number of tons of goods handled per 
man-hour in warehouses. This varies 
from one half up to three tons per man- 
hour. The Super Valu warehouses are 
well up toward the top. In fact, the Fargo 
warehouse has recently reported the high- 
est figure among the warehouses of the 
wholesale grocers. 

Super Valu Stores is growing rapidly. 
Sales increased from $10,000,000 in 1945 
to $105,000,000 in 1955. The Hopkins 
warehouse was built in 1952 with 290,000 
square feet. An addition of 120,000 feet 
is in the planning stage. This house has 
an in-the-floor towline and remote-con- 
trolled order filler tractors. The Des 
Moines warehouse was built in 1950 and 
was thought to be big enough for four 
years growth. Already four additions have 
been added. It has 170,000 square feet, 
including 107,000 cubic feet of space for 
frozen foods. 


Method of Operation 


A voluntary wholesaler such as Super 
Valu secures a group of retailers who 
agree to buy their goods, or the major 


part of them, from him. For this reason, 
he is often called a contract wholesaler. 
He agrees to buy and warehouse the 
goods and have them delivered to the re- 
tailers at his cost plus certain fees. For 
this reason he is sometimes called a cost- 
plus wholesaler. The fee is usually so 
much per week—as $5, $10, $15—and a 
certain percentage of the price, the rate 
decreasing as the volume of purchases in- 
creases. Goods are usually billed to the 
retailers at the invoice cost to the whole- 
saler who keeps the cash discount. The 
retailers mail in their orders accompa- 
nied by signed blank checks. 

Super Valu has 565 affiliated retail 
stores in its voluntary chains operating 
under the names Super Valu and U-Save 
and a few contract stores which buy from 
Super Valu Stores, Inc., but which op- 
erate under their own names and receive 
no advertising help. 

The affiliated stores in the voluntary 
group or chain are charged $9.50 a week 
for supervision, management, and coun- 
seling service and 3 per cent for buying, 
warehousing, and administration on the 
first $1,500 purchased each week; 2 1/3 
per cent on the next $500; 2 per cent on 
the next $500; and 114 per cent on weekly 
purchases over $2,500. The wholesaler 
also has the cash discount which averages 
to 1.9 per cent on groceries and very little 
on other goods. The percentage cost of 
the wholesale service to the retailer de- 
clines with the volume of weekly pur- 
chases. The cost is: 








Weekly 
Purchases Fees 


Percentage 


Total Weekly 
Dollar Cost 
to Retailer 


Percentage Cost to the 
Retailer Over Net Cost 
to the Wholesaler 





$ 100 
500 
1,000 
1,500 
2,500 
5,000 
10,000 


$ 14.40 
34.00 
58.50 
83.00 

123.65 
208.65 
378.65 
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The cost of the wholesale services de- 
clines from 14.4 per cent for the retailer 
buying $100 a week to 3.79 per cent for 
the retailer buying $10,000 a week. The 
small neighborhood or “papa and mama” 
store may not think it worth while to be- 
long to a voluntary because of the mini- 
mum weekly fee. The small stores may 
buy from cash-and-carry wholesalers and 
secure their perishables from wagon job- 
bers who deliver as they sell. The retailer 
buying $1,500 a week pays 5.4 per cent 
and the one buying $2,500 pays 4.94 per 
cent for the wholesaler’s services. 

How do these costs compare with the 
cost to the chain of getting goods to their 
retail stores? Expenses of the chains vary 
and average figures are lacking. We may 
guess the average cost of the chain in lay- 
ing down groceries to stores in the area 
under consideration as 5 to 6 per cent. If 
the cost to the chain is guessed at 5.7 per 
cent of the value of goods delivered to 
its retail stores* and the delivery cost is 1 
per cent to a competing independent Su- 
per Valu store, then the latter would have 
to buy $3,000 a week to secure its gro- 
ceries as cheaply as the competing chain 
store. A store buying $3,000 groceries a 
week would have weekly sales of some 
$11,500 a week—a supermarket of mod- 
erate size. With a 1-per cent delivery cost, 
the Super Valu store buying $1,500 a 
week would have a cost-of-goods handi- 
cap of 0.7 per cent while the store buying 
$5,000 a week would have an advantage 
of .53 per cent. These figures are to be 
taken as only approximate. Nevertheless, 
the conclusion is that a sizable supermar- 
ket can secure its goods as cheaply as can 
the competing chain while the superette 
has a handicap of more or less than 1 per 
cent in its cost of goods. We are making 


* Five per cent on retail price equals approximately 
6 per cent on cost price to the chain and 5.7 per cent 
of the chain’s cost of warehousing and delivering 
goods to its retail stores. 


the assumption that the wholesaler and 
the chain buy at the same price. 


Volume Necessary 


Wholesale grocers tell us that volume 
is the key to successful operation. They 
must have volume to handle goods 
through the warehouse economically. 
The retailers must give sizable orders to 
allow for economical order assembly. 
The average purchase of retailers affili- 
ated with Super Valu Stores is $178,000 
a year. If goods are to be purchased and 
warehoused, the retailers given advertis- 
ing and merchandising assistance, and ad- 
ministration expenses met, the retailers 
must buy in volume. This means that 
they must concentrate their business with 
one wholesaler or at least give him the 
great bulk of their business in the lines 
which he handles. 


One-Stop Shopping 


The retail grocery store has been re- 
placed by the retail food store. It sells 
groceries, meats, produce, frozen foods, 
bakery goods, dairy products, and usually 
other goods such as health and beauty 
aids, household supplies, and notions. 
The retailer likes to buy all lines from 
one source or from a few sources. Whole- 
salers in the grocery trade are broadening 
their lines. Many are handling produce, 
frozen foods, health and beauty aids, no- 
tions, and housewares. They are going 
into the meat business. Handling of prod- 
uce, frozen foods, and meats require spe- 
cial facilities as refrigerated storage and 
insulated or refrigerated trucks for de- 
livery. Super Valu handles groceries, 
health and beauty aids, produce, meats, 
frozen foods, store equipment, store sup- 
plies, and in some of their warehouses 
dairy products. The affiliated retailer 
thus can secure almost all of his goods ex- 
cept bakery products from the warehouse 
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servicing him. Super Valu warehouses 
handle cured and prepared meats. Fresh 
meats are purchased from packers and de- 
livered by the packers to the retailers. 
The retailers order their meats with their 
other goods but delivery of fresh meats 
is made direct from packers’ warehouses. 

When a wholesaler gets into the prod- 
uce or meat business, he must have spe- 
cial managers as well as specially trained 
fieldmen to help the retailers. Often such 
goods are handled on a markup or price 
basis. The retailers buy from their con- 
tract wholesaler or other sources accord- 
ing to their judgment of price and qual- 
ity. When they become accustomed to 
ordering on their order sheets (or by 
telephone for produce) and when the 
wholesaler gets settled down into the 
business, the wholesaler may put the 
produce and meat business on a fee basis. 
At least this is what Super Valu is doing. 
The retailer, however, pays one fee for 
groceries, another for meat, and another 
for produce. In branches handling meat 
on a fee basis, the fee is $6.50 per week 
plus 3 per cent on warehouse shipments 
and a charge beginning at 1 cent a pound 
and declining to zero for purchase of 
5,000 pounds of fresh meats delivered by 
the packers. 


Helping the Retailers 


The basic philosophy of the volun- 
taries is to make the retailers better mer- 
chants. They believe that the growth of 
the chain stores was due as much to the 
poor merchandising of the independent 
retailers as the lower prices of the chains. 
The goal of the voluntaries is to operate 
as good stores and to sell at as low prices 
as the chains. That they have been suc- 
cessful is indicated by the fact that the 
independents have in recent years been 
holding their proportion of the market 
reasonably well. The success of the whole- 


salers is indicated by the fact that many 
local chains buy their goods—at least their 
groceries—from wholesalers rather than 
operate their own warehouses. 

The assistance given the retailers cen- 
ters in the field representatives, who cor- 
respond to the chain-store supervisors. 
Most of Super Valu’s representatives were 
formerly chain-store supervisors and are 
thoroughly familiar with the techniques 
of chain-store merchandising. There is- 
one field representative to every 20 stores. 
The field representatives help the re- 
tailers with their various problems—dis- 
play of goods, store arrangement, check- 
out operations, stockkeeping, expense 
analysis, training employees, preventing 
stock shortages—just about any problems 
the retailer has. In addition, there are 
specialized men to help with meats and 
produce. They hold cutting demonstra- 
tions, help train people for the retailer’s 
meat and produce departments, and help 
with displays. Super Valu supplies engi- 
neering services which help retailers 
select locations, plan their buildings, 
plan store layouts, advise on leases, and 
work with architects and contractors. 

One of the main services rendered by 
voluntary wholesalers is the advertising. 
This includes store and window signs, 
newspaper advertising, handbills, and 
perhaps radio advertising. If several 
stores are located in a town, the whole- 
saler plans the weekly newspaper adver- 
tisements. He supplies handbills to re- 
tailers who want them, mainly those in 
the smaller towns. The retailers secure 
the advertising much more cheaply in 
this way than if each had to plan and pay 
for his individual advertisements. 

Super Valu also helps the retailers to 
analyze their operating figures. It con- 
ducts management study groups for the 
retailers. It may help an experienced man 
who wants to start or enlarge his store in 
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securing capital. It sometimes conducts 
shopping surveys to help the retailer. An 
important service is that of helping the 
retailers with their accounting. It is rec- 
ognized that most retailers are poor ac- 
countants. Therefore, Super Valu has a 
Retailers Service Department which 
helps the retailers wanting this service. 
An auditor sets up his record-keeping 
system and makes up a detailed balance 
sheet. The retailer keeps and forwards 
the necessary records to the central de- 
partment. Operating figures are supplied 
the retailers every four weeks. These are 
valuable to the retailers and are also help- 
ful to the field representatives in analyz- 
ing the dealers’ operations and giving 
them advice. When desired, Super Valu 
makes up the retailer’s income tax state- 
ment. Separate charges are made for this 
service. 

Super Valu delivers goods to the retail 
stores for 60 per cent of the railroad 
fourth-class rates. Like other voluntaries, 
Super Valu suggests retail prices to its 
affiliated stores. The retailers are free to 
sell at these or other prices except that 
they must follow the prices in the weekly 
advertisements. 

Super Valu has its own brands on some 
canned foods and coffee. It also packages 
candies, dried fruits, nuts, beans, rice, 
etc., in cellophane bags. 


Results of a Year's Operations 


Super Valu Stores, Inc., has total op- 
erating expenses of 4.5 per cent. This 
covers buying, warehousing, administra- 


tion, and all the various services and helps 
rendered the affiliated retailers. It covers 


the sale of $62,000,000 groceries, $4,000,- 
000 frozen foods, $9,000,000 of fruits and 
vegetables, and $22,000,000 meats. It 
does not include the delivery and adver- 
tising expenses which are charged direct 
to the affiliated retailers. The operating 
profit is 1.8 per cent of sales. This is di- 
vided as follows: bonus and profit shar- 
ing for employees, 0.4 per cent; income 
taxes, something over 0.7 per cent; and 
net profit, something less than 0.7 per 
cent. However, on a sales volume of 
$100,000,000 this is a profitable operation 
for the stockholders. An outsider marvels 
at the way a business as complex as this 
is managed so that it comes out with a 
profit of less than 1 per cent. Only a few 
slips along the way and it would be a loss 
and not a profit. 

This is a successful voluntary grocery 
wholesaler. Its business has many rami- 
fications. It is complex. It comes out at 
the end of the year with less than 1 per 
cent profit. One marvels at the ingenuity 
of the managers to handle a variety of 
goods in numerous warehouses and per- 
forming many different functions and 
coming out at the end of the year in the 
black. Food distributing is one of our 
more competitive industries. Most suc- 
cessful merchants—whether they handle 
foods or other merchandise or whether 
they are retailers or wholesalers—custom- 
arily earn from a fraction of 1 per cent up 
to 2 or 3 per cent as a maximum. The 
competitive system is a marvelous institu- 
tion to bring about such a close adjust- 
ment between markups and expenses so 
as to leave such a narrow percentage of 
profit 
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A CONTRIBUTION TO MARKETING 
EDUCATION 


CONTRIBUTION to marketing education 
has been made by The Procter & Gam- 
ble Company with its recent release of the 
first of a series of marketing problems de- 
signed for educational purposes. These 
problems, based upon years of corporate ex- 
perience in the marketing of a variety of 
household and industrial products, are be- 
ing made available without charge to all 
colleges and universities in which under- 
graduate courses in marketing are taught. 

The program is distinctive in that a lead- 
ing corporation is willing to share its expe- 
rience and problems with colleges and uni- 
versities in the interest of marketing 
education. It is distinctive, also, in that the 
idea was initiated by the company. Further 
significance may be found in the fact that 
the program is in accordance with the “Par- 
ticipants’ Findings” of the Conference on 
Professional Education for Business, held in 
October 1955, under the sponsorship of the 
American Association of Collegiate Schools 
of Business. The 60 participants agreed 
that “business firms should be interested in 
providing more teaching materials in the 
forms of cases and special problems.’ 

The Procter & Gamble program is an out- 
growth of an appraisal of the company’s 
services to education conducted in the sum- 
mer of 1955 by the Public Relations Depart- 
ment. Prior to, 1955, cooperation had been 
largely scattered, requests for educational 
material or information concerning specific 
actions taken by the company being given 


*American Association of Collegiate Schools of 
Business, ‘Participants’ Findings,” Faculty Require- 
ments and Standards in Collegiate Schools of Business 
(New York, 1955), p. 6. 
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the personal attention of members of the 
public relations staff, but without any co- 
ordinated program. The recommendation 
of the staff was that a larger numer ot 
schools would be benefited through a 
planned program rather than by servicing 
requests on an individual basis. 

A study of the requests for material re- 
ceived from colleges revealed that most of 
them pertained to beginning marketing 
courses. Accordingly, the company decided 
that educational needs could be served best 
by concentrating on the preparation of ma- 
terial in this general area. 

In order to implement the program and 
make the marketing problems as useful as 
possible in the classroom, Procter & Gamble 
established an educational advisory com- 
mittee composed of several business educa- 
tors.2 This group met for the first time in 
October 1955 (1) to advise the company re- 
garding topics on which marketing prob- 
lems are particularly needed, (2) to guide 
the actual writing of material to make it 
useful in college teaching, (3) to suggest 
ways of disseminating the material, and (4) 
to review the over-all program. Under the 
guidance of the committee, the initial set of 
marketing problems has been completed 
and plans have been laid for the prepara- 
tion of additional problems. 

It is hoped that the marketing experi- 
ences presented in this material will help 


Current members of the committee are: Dean 
T. L. Norton, New York University; Dean J. F. Pyle, 
University of Maryland; Professors R. M. Clewett, 
Northwestern University; H. H. Maynard, Ohio 
State University; and J. C. Seibert, Miami University 
(Ohio). Professor Robert L. Smith of Syracuse Uni- 
versity has aided in the preparation of the problems. 
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introduce the college student to the scope 
and intrigue of the world of marketing. As 
supplements to regular textbooks, these 
marketing problems are designed to stimu- 
late the thinking of the students and create 
within them an active interest in the chal- 
lenge of marketing. If the ; roblems succeed 
in these objectives, this program should 
prove to be not only unique but a signifi- 
cant contribution to marketing education as 
well. 


Problems in Marketing and Teacher's 
Guide may be obtained by writing to Mr. 
E. A. Elliott, Public Relations Department, 
The Procter & Gamble Company, Cincin- 
nati, Ohio. 

‘THOMAS L. NorTON 
New York University 
New York, New York 
Rosert L. SMITH 
Syracuse University 
Syracuse, New York 


METHODS OF INCREASING MAIL RESPONSE 


HERE is always considerable interest in 

the ability of mail surveys to provide 
sufficient returns in order to adequately de- 
scribe the population surveyed. It is be- 
lieved that in many cases poor response is a 
result of failure to apply adequately enough 
the means available to stimulate good re- 
sponse. 

A group of surveys were examined where 
such means were employed. In these sur- 
veys with follow-up, some with and some 
without special merchandise or cash in- 
ducements, the returns ranged from 70 per 
cent to 93 per cent.! 

Since it was not possible to use cash or 
merchandise inducements in the survey 
herein reported in order to obtain the con- 
sistently good results reported by Robinson 
and Agism? or those reported by Bevis,’ var- 
ious approaches which would promote good 
return without such inducements were em- 
ployed. 


* See: R. A. Robinson and P. Agism, “Making Mail 
Surveys More Reliable,” THE JOURNAL ‘OF MARKET- 
inc, April 1951; pp. 415-24; M. N. Mansfield, “A 
Pattern of Response to Mail Surveys,” Public 
Opinion Quarterly, Fall 1948, pp. 493-99; J. C. Bevis, 
“Economic Incentives Used for Mail Questionnaires,” 
Public Opinion Quarterly, Fall 1948, pp. 492-93; 
A. L. Feriss, “A Note on Stimulating Response to 
Questionnaires,” American Sociological Review, 1951, 
Pp. 247-49; and R. A. Robinson, “How to Boost Re- 
turns from Mail Surveys,” Printers’ Ink, June 6, 1952, 
PP- 35°37- 

* Robinson and Agism, op. cit. 

* Bevis, op. cit. 


A number of different possibilities or 
combinations of possibilities were available. 
Personalized letters of transmittal, as used 
by Weilbacher and Walsh,* were considered 
but were not feasible due to the large num- 
ber of questionnaires involved. Chapple,® 
in an article published after the date of the 
present survey, pointed out the value of a 
format which would consist of a combined 
letter and questionnaire on one sheet such 
as that used by the authors. One such sur- 
vey reported by him brought better than a 
6o-per cent return as compared to a return 
of 25 per cent in a survey using a three-page 
questionnaire. 

The approach used by Feriss,® enclosing 
a stamped addressed envelope, was adopted. 
In the survey reported by Feriss, the origi- 
nal mailing obtained a return of 62 per cent 
as compared to 26 per cent with no return 
envelope. This difference was tested and 
found to be significant. Feriss also indicated 
that the use of a deadline date was helpful. 
Mansfield’ reported a similar rate of return, 
using government-franked (postage paid 
with penalty indicia) envelopes. Robinson® 

*W. M. Weilbacher and H. R. Walsh, “Mail Ques- 
tionnaires and the Personalized Letter of Trans- 
mittal,” THE JOURNAL OF MARKETING, January 19532, 
PP. 331-36. 

* A. W. Chapple, “Do’s and Don'ts for Increasing 
Response in Industrial Mail Surveys,” Printers’ Ink, 
May 4, 1956, p. 60. 

* Feriss, op. cit. 

* Mansfield, op. cit. 

* Robinson, op. cit 
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also pointed out the value of return pread- 
dressed prepaid envelopes as an aid to re- 
sponse. In addition, he discussed the value 
of enclosing a copy of the questionnaire in 
follow-up as well as the improvement of re- 
sponse obtained in using colored paper in 
light tones, for example, yellow or pink. 
These methods were also adopted in the 
present survey. 

The survey of general hospitals reported 
on in this paper brought a return of 98.6 
per cent. A total of 4,716 hospitals was con- 
tacted, using three follow-ups subsequent to 
the original mailing. 

At the end of the mail survey, 4,652 gen- 
eral hospitals replied. Of the 64 hospitals 
outstanding at this point, 50 replies were 
obtained by letter, personal contact, or tele- 
phone by the regional consultants in the 
Public Health Service. If these were in- 
cluded, the percentage return for the survey 
would be g9.7.® 

Because of staff and budget limitations, 
the survey was conducted in three phases, 
each lasting 110 days. However, procedures, 
texts of follow-up messages, and intervals of 
time were held constant. 

The original mailing consisted of two 
copies of the questionnaire, one to be re- 
tained by the respondent if desired, mailed 
in government-franked envelopes. A similar 
franked, return-addressed envelope was en- 
closed. The first two follow-ups were the 
same as the original mailing except for the 
attachment of a small note on colored paper 
to the questionnaire indicating that the hos- 
pital had not replied and requesting its co- 
operation. 

The third follow-up included an addi- 
tional factor. Air-mail stamps were used for 
mailings to nonrespondents west of the Mis- 
sissippi River and special-delivery stamps to 
those east of the Mississippi River (mailings 
were made from Bethesda, Maryland). The 
return envelopes were stamped in similar 
fashion. 

The original mailing in the survey of gen- 

* A report on part of the data collected was pub- 


lished in Public Health Reports 71:9, September 
1955, pp. 863-67. 


eral hospitals brought a 68.1-per cent re- 
turn. The first and second follow-ups had 
percentage returns of 63.6 and 56.3, respec- 
tively. The third follow-up—using extra- 
rate postage—brought the highest return in 
the survey, 72.8 per cent. This was consist- 
ent with the experience of Clausen and 
Ford?® and Wallace." 

It is felt that at least a part of the high re- 
turn is a result of the application of the com- 
bination of various methods tested in other 
surveys, mentioned earlier, which tend to 
promote high rates of return. In addition, 
although reporting was entirely on a volun- 
tary basis, the survey was under government 
sponsorship. It may be expected that certain 
groups of respondents felt an obligation to 
reply to the questionnaire merely because 
the request for information was from a gov- 
ernmental agency. 

The techniques used in the survey were as 
follows: 


1. The questionnaire was simple, as 
shown by questions that were clearly 
worded, logical in sequence, and readily an- 
swerable. The questionnaire was a single 
sheet of letterhead paper with the letter of 
transmittal on one side and the questions on 
the reverse. 

2. Each follow-up contained copies of the 
original questionnaire. This eliminated 
need for recoilection of the receipt of the 
forms by busy hospital executives and made 
it unnecessary to search for forms previously 
received. 

3. The use of a specific deadline date for 
the original mailing and for each follow-up. 

4- The supplying of return-addressed, 
postage-paid envelopes. 

5. The use of extra-rate mail to stimulate 
return. The high rate of return in this 
group is noteworthy since they represent 
persons who did not reply to three earlier 
attempts to secure the information. 


J. A. Clausen and R. N. Ford, “Controlling Bias 
in Mail Questionnaires,” Journal of the American 
Statistical Association, 1947, pp. 497-511. 

“ D. Wallace, “A Case For and Against Mail Ques- 
tionnaires,” Public Opinion Quarterly, Spring 1954, 
PP- 40°52. 
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Another item which may have helped to 
stimulate a high rate of return was the use 
of the small follow-up note stapled to the 
questionnaire rather than a new letter of 
transmittal. The small size of the note per- 
mitted a telegraphic style. The paper used 
was colored. The attention-getting value of 
color has already been mentioned. It is 
hoped that when future surveys are con- 
ducted, it will be possible to test the specific 


value of this type of note against a letter 
follow-up. 

The following table presents the number 
of hospitals surveyed and per cent of returns 
for each mailing and on a cumulative basis. 


HYMAN GOLDSTEIN AND 
BERNARD H. KROLL 
U.S. Department of Health, 
Education, and Welfare 
Bethesda, Maryland 


TABLE I 


REPLIES RECEIVED TO SURVEY GIVING CUMULATIVE PER CENT RETURNS 
AND Per CENT RETURN FOR EacH MAILING 


























Number Per Cent Return 

Mailing Sent Received Each Mailing Cumulative 
Original 4,630* 3,154 68.1 68.1 
First follow-up 1,476 938 63.6 88.4 
Second follow-up 538 303 56.3 94.9 
Third follow-up 235 171 72.8 98.6 
Outstanding at end 

of mail survey 64 _ —_— _ 





* Excludes 86 hospitals where reply was made through a State Department of Health so that no data 
as to date of mailing or follow-ups made were available. All 86 hospitals replied prior to the end of the mail 


survey. 


A NOTE ON LONG-RUN AUTOMOBILE 
DEMAND!’ 


N a recent article in this JOURNAL, Profes- 
I sor Brems has developed a long-run re- 
lationship between the demand for new 
automobiles and the total number of auto- 
mobiles.? On the basis of this relationship, 
he concludes: (1) “. .. that the current 
level of automobile output in the United 
States, close to 8 million cars for 1955, is 
considerably higher than the level that 
would materialize in equilibrium, that is, 
somewhere between 6 and 414 million;” and 
(2) that “it would be unwise to base long-run 
investment in plant upon [the current ratio 


*The author is indebted to J. P. Cavin, R. J. 
Foote, and F. V. Waugh of the U. S. Agricultural 
Marketing Service for helpful comments and sugges- 
tions. 

? Hans Brems, “Long-Run Automobile Demand,” 
THE TOURNAL OF MARKETING, April 1956, pp. 379-84. 


of new car purchases to the total number of 
cars].” 

Brems claims simplicity for his approach 
as contrasted with previous work on the 
problem of the long-run demand for new 
automobiles. His approach may be, how- 
ever, too simple; it does not appear to per- 
mit an adequate understanding of the forces 
which govern the long-run equilibrium of 
new car purchases, nor does it appear to be 
an approach upon which automobile manu- 
facturers can base investment decisions. The 
purpose of this note is to suggest why Brems’ 
approach may be inadequate. Time avail- 
able to the writer does not permit a full-scale 
statistical analysis of long-run automobile 
demand; consequently, this note deals 
chiefly with a theoretical formulation of 
what is believed to be a better approach. 
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SUMMARY OF BREMS’ FORMULATION 


In his article Brems develops a relation 
between the long-run equilibrium purchases 
of new cars and the total stock of auto- 
mobiles using two factors: (1) the rate of 
growth in the total number of automobiles 
and (2) the average length of life of an auto- 
mobile. 

The main objection to Brems’ formula- 
tion is that the relationship between the 
ratio of new car purchases to the total num- 
ber of automobiles and (1) the rate of 
growth in the total number of automobiles 
and (2) the average length of life is not a 
stable one. Brems himself notes that changes 
may take place in both the average length of 
life of an automobile and in the rate of 
growth of the stock of automobiles, and 
“. . . if the changes are abrupt and large— 
as they may well be in the short run—our 
equilibrium analysis will merely indicate a 
normal level from which we are moving 
away and another normal level toward 
which we are moving, but it will tell us 
nothing about the path to be followed be- 
tween the two.” 

The rate of growth in the number of auto- 
mobiles people own is determined by both 
the long-run equilibrium level and the cur- 
rent level from which they are moving: if 
the former exceeds the latter, the more 
widely separated they are and the more 
rapid is the rate of growth. Knowledge of 
the rate of growth would, other things re- 
maining the same, enable us to determine 
the long-run equilibrium position. But the 
long-run equilibrium position is continually 
changing over time in response to economic 
forces; consequently, the observed rate of 
growth at a point in time is continually 
changing in response to these factors. The 
average rate of growth which Brems takes as 
given tells us little about the long-run 
equilibrium position toward which people 
are now moving; if anything, it tells us some- 
thing about positions toward which they 
were moving in the past. This point is illus- 
trated by Figure 1. 

Let us neglect, for the moment, the prob- 
lem of the average length of life of an auto- 


mobile. Let N(t) equal the number of auto- 
mobiles at time t, and let N*(t) equal the 
long-run equilibrium number of auto- 
mobiles also at time t. We assume, for 
reasons outlined below, that consumers ad- 
just the number of cars* they own in propor- 
tion to the difference between the long-run 
equilibrium number of cars demanded and 
the current number of cars owned. Thus, in 
Figure 1, if, at to, the current number is 
N(o) and the long-run equilibrium level is 
N*(o), we assume that consumers will adjust 
the number of cars they own along the curve 
labeled A which asymptotically approaches 
the horizontal line through N*(o) as the 
period of time allowed for adjustment in- 
creases. If the long-run equilibrium level re- 
mained at N*(o), consumers would own N(1) 
cars at t=1, N(2) cars at t=2, and so on. 
Suppose, however, that at te the long-run 
equilibrium level shifts to N*(2): starting 
from the level they have now achieved, N(2), 
consumers will adjust toward N*(2) along 
the curve labeled B. 

Again suppose, at t=4, that the long-run 
equilibrium level shifts to N*(4): consumers 
now adjust along C. Finally, suppose that, 
at t—6, the long-run equilibrium level shifts 
to N*(6): consumers now adjust along D. 
Such changes as shown in Figure 1 may lead 
us mistakenly to believe that there is a con- 
stant proportionate rate of growth in the 
total number of cars if we do not take into 
account relevant economic variables. This 
is shown in Figure 1 by the double-line 
curve, E, fitted to the observed total number 
of cars owned for periods 1 through 9g.‘ If we 
think of the long-run equilibrium num- 
ber of cars shifting in the manner shown 
in Figure 1, but more rapidly and over 
a longer period of time, it is clear that : 
curve such as E will be approximated 
closely. It would be wrong, however, to ex- 
trapolate such a curve in the way Brems 
does, for we have no guarantee that the 


* We use number here rather than stock adjusted 
for age composition, as we do below, in order to 
maintain a correspondence with Brems’ formulation. 

*Brems assumes such a constant percentage rate 
of growth on the basis of data on the number of cars 
in use. 
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FicurE 1: The Effect of Changes in the Long-Run Equilibrium Demand for Automobiles on the 
Rate of Growth of the Number of Automobiles in Use. 


economic forces which cause shifts in the 
long-run equilibrium level will cause such 
shifts in exactly the same way as they did in 
the past. 

We may also question Brems’ use of the 
average length of life of an automobile as a 


constant in his analysis. Brems’ figures show 
that the average length of life has been in- 
creasing, perhaps as a result of technological 
improvements, but it has not been increas- 
ing steadily. This suggests that economic 
forces are at work; for example, it is reason- 
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able that old cars will be scrapped earlier 
the cheaper are newer cars. 


AN ALTERNATIVE FORMULATION 


Like Brems, we consider a total stock of 
automobiles. Brems, however, identifies this 
total stock with the total number of au- 
tomobiles in existence; he thus counts a 
1937 Plymouth, say, and a 1955 Cadil- 
lac with equal weight. It is clear that 
cars of different makes or of different 
ages are not equivalent. If we follow Brems’ 
formulation, we compute the total stock of 
automobiles by adding together all pur- 
chases for past years back to some year, de- 
pending on the average length of life of an 
automobile. This implies that automobiles 
do not depreciate at all up to a certain point 
and then become valueless just like the 
celebrated one-horse shay. It is common 
knowledge, however, that cars depreciate 
rapidly the first few years and more slowly 
thereafter. Constant percentage deprecia- 
tion would thus seem more nearly to ap- 
proximate the situation than the type of de- 
preciation implied by Brems’ formulation.5 

If we assume a constant percentage rate 
of depreciation over time, we may derive the 
total stock of automobiles, adjusted for the 
age composition of the stock, from an index 
of past purchases of new cars derived in a 
way to adjust for differences in make and 
model. Let s(t) be the stock of automobiles 
during period t, d be the percentage rate of 
depreciation, x(t) be new car purchases dur- 
ing period t, x(t-1) be new car purchases 
during period t-1, and so on. Then we may 
write: 

(1) s(t) = x(t) + (1-d) x(t-1) + (1-d)? x(t-2) +.... 
From (1) it is clear that the stock of auto- 


mobiles during t, adjusted for age composi- 
tion, is just new purchases during t plus (1-d) 


* Chow's findings, based on an analysis of the prices 
of used cars of various ages reported in newspaper 
advertisements, tend to support the hypothesis of 
constant percentage depreciation. See Gregory Chow, 
Demand for Automobiles in the United States: A 
Case Study in Consumer Durables, forthcoming vol- 
ume in the series Contributions to Economic Analysis 
(Amsterdam: North-Holland Publishing Co.), es- 
pecially Table 4. 


times the stock in the previous period, t-1, 
or: 

(2) s(t) = x(t) 4 (1-d) s(t-1). 

The demand for automobiles may be con- 
sidered as the demand for a stock of auto- 
mobiles adjusted for both age and make, 
that is, s(t).® 

This demand may depend on a variety of 
factors: (1) the price of automobiles relative 
to other commodities, (2) real disposable in- 
come, (3) population, (4) the extent and 
quality of the highway network, (5) the 
degree of urbanization and/or suburbaniza- 
tion, etc.? 

In his article Brems assumes that the 
long-run demand for a stock of automobiles 
grows at some constant percentage rate. 
Clearly, however, the rate of growth in the 


* Ibid. Chow develops an index of the stock of auto- 
mobiles based on their total value. This procedure 
may not be entirely appropriate if the second-hand 
market is imperfect. It is, perhaps, a fair approxima- 
tion in the case of automobiles, but we would not 
expect it to apply to most other durables. 

* Atkinson found a significant effect of relative 
price on the purchases of new automobiles (see 
L. Jay Atkinson, “Consumer Markets for Durable 
Goods,” Survey of Current Business, April 1952, pp. 
19-24). Atkinson writes, on page 20: “Aside from the 
influence of other factors, each 1 percent increase in 
the ratio of the price of cars to the Consumers’ Price 
Index was associated with an average decrease of one 
and one-third percent in new car sales in the base 
period [1925-40].” Atkinson’s result refers to new car 
purchases and not to the total stock adjusted for age 
composition. Chow, op. cit., found that—for the 
period 1920-1953, other things being the same—each 
1-percent increase in the average price of the stock 
of automobiles relative to the Gross National Product 
deflator was associated with an average decrease in 
the per-capita stock of automobiles of 1 and 1.5 per- 
cent. Atkinson, op. cit., p. 20, also found: “The most 
important factor affecting new automobile sales is 
the real purchasing power of individuals. This is 
measured by real disposable income. Excluding the 
influence of other factors, each change of 1 percent 
in the level of real disposable income was associated 
with a change of 2.5 percent in the same direction in 
new automobile sales during the base period 
[1925-40]. Atkinson goes on to add that “. . . each 
change of 1 percent in the ratio of the current to the 
preceding year’s income was associated with a change 
of 2.3 percent in the same direction in sales.” Chow, 
op. cit., found that, other things being the same, an 
increase of 1 percent in real disposable income per 
capita was associated, on the average, with a 2-per- 
cent increase in the per-capita stock of automobiles. 
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long-run equilibrium demand for automo- 
biles depends upon the factors we have men- 
tioned. The pattern of change in these 
factors will shape the rate of growth of long- 
run demand, as illustrated by Figure 1. Un- 
less we know how changes in these variables 
determine the rate of growth, we have little 
basis on which to forecast long-run auto- 
mobile demand. 


LONG-RUN EQUILIBRIUM ADJUSTMENTS 


As Brems rightly implies, the observed 
stock of automobiles at a given time may 
differ substantially from the long-run equi- 
librium stock. It does not, however, seem 
reasonable to identify the long-run equilib- 
rium stock with that stock which would 
have existed had a constant percentage rate 
of growth been maintained. Because con- 
sumers may be unable or unwilling to ad- 
just immediately to a long-run equilibrium 
position, net additions to stock, that is, new 
purchases, may not bring the levels of stock 
into line with the long-run equilibrium 
stock. This lag in adjustment may result 
from a variety of causes: (1) The used-car 
market is imperfect so that consumers may 
not be able, individually or as a group, to 
distribute a given number of cars with a 
given age and make distribution among 
themselves in such a way as to achieve an 
optimum. (2) Various items in the consum- 
er’s budget may be of a contractual nature, 
for example, life insurance premiums or 
installment payments, so that it may be 
costly or difficult for him to make funds 
available for an increased stock of automo- 
biles. (3) The consumer may be unwilling 
to change his stock of automobiles now be- 
cause he believes the current levels of the 
economic variables which determine his 
equilibrium stock may change at some fu- 
ture date.® 


* These points are discussed in more detail in the 
author’s Distributed Lags and Demand Analysis, un- 
published manuscript (March 1957). Point (3) is 
closely related to Friedman's “permanent income 
hypothesis” (see Milton Friedman, A Theory of the 
Consumption Function, to be published by Princeton 
University Press for the National Bureau of Eco- 
nomic Research). 


The variables mentioned above deter- 
mine the long-run equilibrium demand for 
automobiles. For the reasons mentioned, 
consumers may not react fully to changes in 
these variables during any one period of 
time; consequently, there may be a differ- 
ence between the stock of automobiles they 
hold now and the stock they would eventu- 
ally hold if the variables mentioned changed 
and then remained constant over time. In 
such a situation, consumers would grad- 
ually adjust the stock they hold to an equi- 
librium position. Since the variables which 
determine long-run demand are constantly 
changing over time, consumers continually 
move toward, but never actually reach, the 
equilibrium position. It follows that con- 
sumers’ reactions to changes in price, in- 
come, population, etc., depend on what 
changes have occurred in these variables in 
the past. Consequently, the current stock of 
automobiles is not related to the current 
values of these variables, but the long-run 
equilibrium stock is. 

We never observe consumers at long-run 
equilibrium positions but only at short-run 
equilibrium positions. This is because the 
economic factors such as price, income, and 
the like, which determine the long-run 
equilibrium position of the consumer, are 
continually changing; thus, the long-run 
equilibrium positions toward which con- 
sumers are moving are changing. The alter- 
native formulation suggested here enables 
one to deduce the relation of the long-run 
demand for automobiles to price, income, 
and other variables from observed short-run 
changes in new purchases, price, income, 
and other variables. 

If we let s*(t) be the long-run equilib- 
rium stock, p(t) be the relative price of au- 
tomobiles, y(t) be real disposable income, 
and z(t) be other variables (such as popu- 
lation, degree of urbanization and/or sub- 
urbanization, extent and quality of the road 
and highway network, etc.)—each during 
time-period t—we may write the long-run 
demand for automobiles as: 


(3) s*(t) = ay + a, p(t) + ar y(t) + ay 2(t). 
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The long-run equilibrium stock of auto- 
mobiles demanded by consumers, s*(t), can- 
not be observed; hence, equation (g) cannot 
be estimated statistically. In order to derive 
a relationship that can be estimated statisti- 
cally, we must say something about the way 
in which consumers adjust the stocks they 
actually hold to the equilibrium stock, s*(t). 
It seems reasonable to suppose that the rate 
of growth of actual stocks toward a new 
equilibrium position depends on the differ- 
ence between the equilibrium stock and the 
actual stock; that is, the closer consumers 
are to a long-run equilibrium position, the 
less incentive they have as a group to over- 
come the costs and frictions of adjustment 
and, hence, the less will be the extent of 
their adjustment; whereas the farther out 
of line actual and equilibrium stocks are, 
the more rapidly will consumers try to ad- 
just their holdings. If we assume, as an ap- 
proximation, that the rate of adjustment of 
the actual stock is proportional to the dif- 
ference between the equilibrium stock and 
the actual stock, we may write this dynamic 
adjustment relation as: 


(4) s(t) — s(t-1) = bfs*(t) — s(t-1)], 


where s(t) is the actual stock during period 
t, s(t-1) is the actual stock during t-1, and b 
is the constant of proportionality.® 


STATISTICAL DERIVATION OF THE 
COEFFICIENTS 


Equations (2) — (4) permit us to derive a 
relationship between actual new car pur- 
chases, relative price, real income, and other 


* This same model was suggested by Chow, op. cit., 
in his discussion of a dynamic theory of the demand 
for automobiles. The model is similar to that sug- 
gested by Roos and von Szeliski, provided we in- 
terpret their “variable maximum ownership level” 
as our s*(t). See C. F. Roos and Victor von Szeliski, 
“Factors Governing Changes in Domestic Automobile 
Demand,” in The Dynamics of Automobile Demand 
(New York: General Motors Corp., 1939), especially 
pp- 32-35. This and several other models are dis- 
cussed more fully in the author's paper on dis- 
tributed lags. 


variables which are summarized in 2(t). 
This relationship is: 


(5) x(t) = a bd + a, bp(t) —a, b(1-d) p(t-1) 
+ a, by(t) — a, b(1-d) y(t-1) 
+ a, bz(t) — a, b(1-d) z(t-1) 
+ (I-b) x(t-1) 
= Ay + A: p(t) + A; p(t-1) + 


As y(t) + A, y(t-1) 
Ag z(t) + Ag 2(t-1) 4 Ay x(t-l) 
(i) s(t) = bs*(t) + (1-b)s(t-1). 


Lagging (i) one period, multiplying through by (I-d) 

and subtracting the result from (i), we have: 

(ii) s(t) — (1-d)s(t-1) = bfs*(t) — (1-d)s*(t-1)] + 
(1-b)[s(t-1) — (1-d)s(t-2)]. 


By equation (2) of the text, we may therefore write: 
(iii) x(t) = b[s*(t) — (1-d)s*(t-1)] + (1-b)x(t-1). 


Substituting in equation (iii) for s*(t) and s*(t-1) 
from equation (3) of the text and equation (g) lagged 
one period, we obtain equation (5) of the text. 


If equation (5) is fitted statistically, esti- 
mates of the coefficients permit us to esti- 
mate the appropriate rate of depreciation, 
d, and the constant of proportionality, b. 
We can also estimate the parameters a,, aj, 
a2, and ag which enter equation (3), the 
long-run demand for automobiles. 

A full-scale statistical study is beyond 
the scope of this note. Nevertheless, the 
presentation of a few tentative statistical 
results may clarify the discussion above. In 
the statistical analysis presented below, new 
car purchases and real disposable income 
are taken in per-capita terms and variables 
such as the extent and quality of the high- 
way network, the degree of urbanization 
and/or suburbanization, and the operating 
cost of running an automobile are neg- 
lected. 

The variables of equation (5), except for 
z(t), were measured for statistical purposes 
as follows: 


p(t) an index of new car prices deflated by the 
deflator used to obtain Gross National Prod- 
uct in constant dollars (1937 = 100) 

y(t) = total disposable income divided by an esti- 
mate of the population of the United States 
and deflated by the deflator used to obtain 
GNP in constant dollars (1937 = 100) 


* The derivation of equation (5) is as follows— 
From equation (4) we have: 
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x(t) = an index of new car purchases, based on re- 
tail sales figures, divided by population.” 


Equation (5), excluding the variables z(t) 
and z(t-1), was fitted by least squares to the 
data for the periods 1922-1941 and 1948- 
1953. The result was as follows: 

(6) x(t) = 0.0046 — 0.018 p(t) + 0.006 p(t-1) 

+.006 (+.006 
+ 0.013 y(t) — 0.007 y(t-1) 
(+.002)  (+.003) 


+ 0.268 x(t-1) , 
(+211) 


where the figures in parentheses below the 
coefficients are their respective standard er- 
rors. Approximately gi per cent of the vari- 
ance of new car purchases during the pe- 
riods 1922-1941 and 1948-1953 is explained 
by the regression, that is, R? = 0.91. The 
meaning of (6) may be best explained by 
stating the effects in terms of percentages of 
the mean price, income, and new car pur- 
chases for the periods under consideration 
(1922-1941 and 1948-1953). It is then found 
that equation (6) implies that, at the aver- 
age levels of the respective variables for the 
period (1) a 1-per cent increase in current 
price is associated with a 0.g-per cent de- 
cline in new car purchases, that is, the 
elasticity of new purchases with respect to 
current price is approximately —o.g; and (2) 
a 1-per cent increase in real disposable in- 
come is associated with a 2.8-per cent in- 
crease in new car purchases, that is, the 
elasticity of new car purchases with respect 
to current real disposable income is approx- 
imately +2.8. The coefficients of lagged 
price, lagged income, and lagged new car 
purchases in equation (6) have meaning 
only in terms of the long-run demand for 
automobiles, a subject to which we now 
turn. 


THE LONG-RUN DEMAND FOR 
AUTOMOBILES 


As indicated above, the estimates ob- 
tained enable us to estimate the appropri- 
ate rate of depreciation, d, and the constant, 
b, of equation (4); these, in turn, enable us 
to estimate the effects of price and income 


“ All data were obtained from Tables 1 and 2, 
Chow, op. cit. 


on the long-run demand for automobiles. 
Thus, although equation (6) explains the 
year-to-year, or short-run changes in new 
car purchases, it is set up in such a way that 
we can see beyond it to equation (3), which 
represents the long-run demand function 
for automobiles. This is what was meant 
when we said that it is always necessary to 
deduce the relation of the long-run demand 
for automobiles to price, income, and other 
variables from observed short-run changes 
in new purchases, price, income, and other 
variables. 

Comparison of equations (5) and (6) sug- 
gests that the appropriate rate of deprecia- 
tion, d, may be derived in two different 
ways: (1) by dividing the coefficient of 
p(t-1) by the coefficient of p(t) and subtract- 
ing the result from one; or (2) by dividing 
the coefficient of y(t-1) by the coefficient of 
y(t) and subtracting the result from one. 
Due to sampling fluctuations and errors in 
the data, the two estimates are not, of 
course, the same. Since we have reason to 
expect greater errors in the series of prices 
of new cars than in the income series, the 
latter method of deriving d is to be pre- 
ferred. We find that the appropriate rate of 
depreciation is approximately 45 per cent. 
While this may seem rather high, we should 
remember that it does not represent an ac- 
countant’s measure of depreciation; rather, 
it represents that rate of depreciation im- 
plicit in the behavior of consumers, and it 
reflects their tastes and preferences as well 
as the technology of automobile manufac- 
ture. Furthermore, the statistical results are 
illustrative only. Many important variables 
have been omitted from equation (6); their 
inclusion could well change the estimates of 
the coefficients of y(t) and y(t-1). Since d 
depends on the ratio of these two coeffi- 
cients, it could change greatly even if they 
only changed slightly. 

Comparison of equations (5) and (6) sug- 
gests that the constant of proportionality, b, 
in equation (4) may be derived by sub- 
tracting the coefficient of x(t-1) from one; 
thus, b is approximately 0.73. Consequently, 
equation (4) may be written: 


(7) s(t) — s(t-1) = 0.73[s*(t) — s(t-1)]. 
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We may interpret (7) as implying, for ex- 
ample, that a 10-per cent discrepancy be- 
tween the long-run equilibrium stock of 
automobiles and the actual stock would be 
associated with a 7-per cent rate of growth 
in the actual stock. Conversely, an observed 
average rate of growth of, say, 314 per cent 
would imply that the equilibrium stock and 
the actual stock differed continuously from 
one another by about 5 per cent. 

If the relationship between the rate of 
growth of the total stock of automobiles 
and the discrepancy between the equilib- 
rium stock and the actual stock is known, 
we can derive estimates of the long-run ef- 
fects of price and income on the stock of 
automobiles which consumers own. The ef- 
fect of price and income upon the long-run 
equilibrium stock is obtained by dividing 
the coefficient of p(t) and y(t), respectively, 
in equation (6) by our estimate of b. The 
constant term in equation (3) may be ob- 
tained by dividing the constant term in 
equation (6) by the product of our esti- 
mates of b and d. Thus, the long-run de- 
mand for automobiles may be written: 


(8) —-s®(t) = 0.014 — 0.025 p(t) + 0.018 y(t), 


where s*(t) should be interpreted as the per- 
capita stock of cars adjusted for age and 
make. Equation (8) may be interpreted as 
follows: a 1-per cent increase in the rela- 
tive price of automobiles—from the average 
price for the periods 1922-1941 and 1948- 
1953—Was associated with a 1.2-per cer.* de- 
crease in the equilibrium stock, that is, the 
long-run elasticity of demand for automo- 
biles with respect to the relative price of 


automobiles is about —1.2. Similarly, the 
long-run elasticity of demand for automo- 
biles with respect to real income per capita 
is about +3.8. 


CONCLUSIONS 


The purpose of this note has been to 
clarify certain difficulties in Brems’ formula- 
tion of the long-run demand for automo- 
biles. In the process of clarification, some 
illustrative statistical results are presented; 
however, they should be regarded merely as 
illustrative. A detailed statistical analysis 
of the demand for automobiles would carry 
us far beyond mere criticism and thus be- 
yond the scope of this note. 

It is hoped that the model developed here 
may prove useful in statistical analyses not 
only for automobiles but also for other con- 
sumer durables or near-durables such as re- 
frigerators, household appliances, textiles, 
and the like. Such statistical analyses would 
prove useful to producers as a basis for their 
investment decisions. 


MARC NERLOVE 


Agricultural Marketing Service 
U.S. Department of Agriculture 





The second sentence of the article, “The 
Puzzle of Marketing Costs,” by P. D. Con- 
verse, which appeared in the April 1957 
issue Of THE JOURNAL (p. 439), should cor- 
rectly read as follows: 


Census figures indicated that fewer work- 
ers were engaged in marketing and... . 
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1. ADVERTISING 


1.1 Advertising in the Business Scene. Shirley S. 
Hoffman, Business Record, June 1956, pp. 
251-53. [J-M.R.] 

Year-to-year total advertising expenditures show 
a high degree of correlation with national income, 
industrial production, personal consumption ex- 
penditures, and retail sales. The closest correlation 
is with personal consumption expenditures. 

Over the past five years, advertising outlays (card 
rates plus production costs) have generally increased: 
television costs have more than tripled; costs of ad- 
vertising in magazines have risen roughly 45 percent 
and in newspapers about 25 percent; radio costs have 
dropped approximately 25 percent. As a result, statis 
tics showing shifts in shares of advertising expendi- 
tures for various media reflect changes in rates as 
well as in volume. 


1.2 Advertising Rate Policy—A Neglected Area of 
Study. S. Walter Dunn, Journalism Quarterly, 
Fall 1956, pp. 488-g2. [W.L.] 

Between 1945 and 1955 the “typical 50,000 circu- 
lation daily” newspaper has suffered a reduction in 
profit from 15 percent of gross revenue to 4.7 percent. 
This constitutes a threat to the newspaper industry. 

One of the problems to be solved is that of news 
paper advertising space rates. There is evidence that 
advertising space rates lag behind 
ations of business in general and 


fluctu 
that they lack 
resilience to a seasonal variation in demand. It is 
suggested that some of the methods used to solve 
industrial pricing problems be applied to the deter- 
mination of newspaper advertising space rates and 
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that more realistic approaches to the problem of 
space rates might be found in Dean’s book, Man- 
agerial Economics. 


1.3 How Much for Advertising? David Seligman, 
Fortune, December 1956, pp. 123-26 seq. 
[W.T.K.] 


In this third in a series on the advertising busi- 
ness, Seligman discusses some current theories and 
practices employed by companies in determining the 
size of their advertising budgets. After discussing 
conventional methods popular in the past (percent- 
age of past or forecast sales, unit method), the author 
claims that an increasing proportion of concerns are 
building advertising budgets into marketing budgets, 
attempting to apportion advertising expenditures to 
their relative importance in the over-all marketing 
mix of the company. Sales forecasts are made, brand 
by brand, territory by territory. Sales targets are 
then set, and various promotional expenditures 
deemed necessary to arrive at the targets are deter- 
mined. Thus, a “build up” procedure is becoming 
popular, especially for large, multiproduct concerns. 

A great many serious attempts are being made to 
formulate other ways of doing the job. Mathemati- 
cians have been applying game theory to the strategy 
of advertising. One group has tried to formulate 
algebraically the impact of advertising. The formula 
includes a “decay factor,” which is an estimate of 
the percentage of customers an established brand 
would lose if it ceased to be advertised at all. 

The great “X” factor is still creativity, an art 
rather than a science. Since proper advertising 
agency selection is crucial in obtaining this intangi- 
ble creativity, Fortune gives two interesting cases of 
how two companies—Ford (for the new Edsel car) 
and Rival Packing Co. (dog food)—chose their re- 
spective agencies. 


1.4 Advertising: the Battle of 15 Per Cent. Fortune, 
October 1956, pp. 142-43 seq. [W.T.K.] 


The recent antitrust action against the media as- 
sociations and the American Association of Adver- 
tising Agencies has stirred up anew the controversy 
over the justification of the rather unreasonable 
method of compensating the advertising agencies 
through publishers’ 15-percent commissions. 

Spearheaded by the Association of National Ad- 
vertisers, whose committee is looking into the prac- 
tice, large individual advertisers are putting the 
agencies on their mettle, asking them just what they 
are giving for that 15 percent; why they, the adver- 
tisers, should not bargain for advertising services as 
they do for any other commodity or service; and 
whether the 15-percent rate is not too inflexible, 
overpaying the agency beyond the value of its serv- 
ices on the large accounts. 

Agencies are busy convincing their clients about 
the reasonableness of their charges. Some have in- 
stalled cost-accounting systems to show clients in 
tangible terms the actual expenses of running the 


accounts. Agencies are explaining fees and attempt- 
ing to make clients see why their creative talent 
should be so well compensated. 

The position taken by the agencies that their 
profits are really quite narrow loses much of its 
force when one peruses the hitherto unpublished 
profit-and-loss figures assembled by the 4 A’s. Most 
agencies do very well. For example, in 1955, figures 
on a cross section of agencies billing $10 million or 
more a year show a net of 14.43 percent before taxes 
and a net of 7.05 percent after taxes. A few are doing 
very well, indeed: one middle-sized agency reported 
a profit last year of 50 percent of the agency's gross 
income. 


1.5 Brandname: Boom or Bane? Chemical Week, 
December 29, 1956, pp. 96, 98, 99. [W.c.] 

Promotion of chemicals by brand name is picking 
up, but for distributors who carry competing lines 
there are problems as well as benefits in the scheme. 

Advantages for distributers are: (1) facilitated 
order taking and (2) an incentive for product and 
package improvement by producer. Disadvantages 
are: (1) increased difficulty of substitution and (2) 
greater dependence on supplier. 

Undoubtedly the trend to brand names will con- 
tinue, especially for new chemicals and specialties. 
It is unlikely to become prevalent for basic or heavy 
chemicals. 


1.6 Direct Mail As an Advertising Medium. Henry 
C. Henderson, International Advertising 
News, January 1957, pp. 6ff. [R.L.c.] 


Drawing on his experience as manager of the direct 
mail division of McGraw-Hill Publishing Company 
and the experiences of others, Mr. Henderson brings 
together some significant information concerning the 
use of direct mail as an advertising medium. In- 
cluded in this paper are a series of short case histories 
concerning the use of this medium. Mr. Henderson's 
observations have been based primarily on domestic 
experience. 


1.7 Presenting and Justifying Your Advertising 
Budget: Printers’ Ink Portfolio for Planning 
No. 8. The Editors of Printers’ Ink (Pleasant- 
ville, N. Y.: Printers’ Ink Books, 1957, 78pp. 
$10.00). [R.L.C.] 

This portfolio consists of 25 articles which have 
appeared in Printers’ Ink from November 1945 to 
December 1956. Most of the articles are company 
solutions to the problem of presenting and justifying 
the advertising budget. 


1.8 Co-op and the F.T.C. Tide, January 11, 1957, 
pp. 12-15. [E.J-K.] 

The Federal Trade Commission is showing in- 

creased interest in current cooperative advertising 

practices. Cooperative advertising apparently has 
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many abuses which may be resulting in discrimina- 
tion against some dealers under the Robinson-Pat- 
man Act. 

It is charged that in some industries cooperative 
advertising programs are little more than semidis- 
guised price discounts. A Tide investigation reported 
in preceding issues that many advertisers use co- 
operative funds not for local advertising but, quite 
frankly, to buy distribution in important markets. 
Through various practices, retailers make extra 
money on manufacturers’ cooperative allowances and 
in some cases do not even give the manufacturer any 
advertising for his money. Even double billing by 
media is not uncommon. The F.T.C. is apparently 
now becoming actively concerned with such prac- 
tices. There seems to be increasing awareness at the 
Commission that abuses of advertising allowances 
may contribute to unfair price differentials. 

The question of cooperative advertising vs. price 
discrimination is still unresolved. However, there 
are indications the Commission is beginning to 
realize that all of the guilt for violations does not 
belong with the manufacturer. Retailers who force 
manufacturers into discriminatory practices are 
coming in for scrutiny. Individual manufacturers 
who are liable for abuses must put their cooperative 
house in order or run the risk of F.T.C. action. 


1.9 ’57  Advertising’s Biggest Year Ever. Printers’ 
Ink, February 8, 1957, pp. 21-23. [E.J-K.] 


The Printers’ Ink preliminary estimate of adver- 
tising volume for 1957 indicates advertising volume 
will be more than $10,500,000,000. A figure close to 
$11,000,000,000 is considered a possibility. In 1956, 
advertising expenditures amounted to $9,982,000,000. 
This represented an 8.6-percent increase over 1955's 
$9,200,000,000 expenditures. 


1.10 What Agency Jobs Pay. Ira W. Rubel, Printers’ 
Ink, March 8, 1957, pp. 21-24. [E.J.K.] 


Salaries for 27 advertising agency job titles are 
broken down into high, average, and low wages for 
six different volume level agency groups. Among 
the findings: agency salaries are 10 percent higher 
in New York and Chicago than in any other city; the 
larger agencies pay more to some employees in each 
work classification; a noticeable trend exists for 
agencies in smaller cities to grow in size and to ex- 
pand their services. Students with an inflated idea 
of the level of agency compensation might benefit 
from a review of the figures in the article. 


1.11 ABC-Paramount Moves Up. Spencer Klaw, For- 
tune, April 1957, pp. 132-34 seq. [W.T.K.] 

Four years ago, ABC held a very poor third po- 
sition among the television networks. Its television 
network consisted of only seven stations. Today it 
has 71 primary affiliates. A money loser up to 1954, 
ABC is now profitable: last year it made sales of 
around $100 million and netted a $12 million profit. 


Its billings in 1956 increased 49 percent over 1955, 
while comparable figures for CBS and NBC show 
increases of 18 and 15 percent, respectively. Having 
tied in with Walt Disney, it was able to create such 
top-rated shows as Mickey Mouse Club and Disney- 
land. Other toppers such as Cheyenne, Broken Ar- 
row, and Wyatt Earp helped dispel its reputation 
for poor network programming. 

Fortune believes that ABC is slated to continue to 
move ahead, as it is the only network left with good 
network time still available. Leonard H. Goldenson, 
ABC-Paramount president, predicts eventual ABC 
revenues of $250 million a year. This may well 
relegate the other activities of the Company (motion 
picture exhibitors and records) to a minor role. 


2A. AREA ANALYSIS: RETAIL TRADING 
AREAS 


2A.1 So You Want to Go into a Shopping Center? 
Super Market Merchandising, November 1956, 
Pp- 40-44. [W...] 

Today as shopping centers begin to encroach on 
each other, more consideration must be given to the 
problem of selecting a site. A survey conducted by 
Super Market Merchandising reveals that 88 percent 
of the operators now carry out their own research 
rather than relying on the business estimates of 
shopping center developers in selecting a location. 
This article suggests that the following general ap- 
proach be utilized in making a decision: 


1. Do not accept the idea that two supermarkets 
are better than one in a center. 

2. Study the management of the developmental 
company to determine whether they are short- 
term operators or long-range investors. 

3. Recognize that shopping strips are more apt to 
suffer from such defects as poor parking, poor 
delivery and transportation access, and limited 
size than complete centers are. 

. Inspect the architectural design of the center. 

. Study the adequacy of parking space and con- 
sider a ratio of three to one as a minimum. 

. Obtain legal advice before signing lease. 

. Examine the neighboring stores and select a site 
offering a balanced assortment of stores. 

. Consider the effects of and opportunities in 
competing centers in the same area. 


of 


ao stn 


2A.2 Where to Locate in Growing Towns. Leo V. 
Aspinwall, Super Market Merchandising, No- 
vember 1956, pp. 48-50. [W.L.] 

When building a new store or selecting a site in a 
shopping center, long-run trends must be considered. 
The common patterns of development of cities and 
towns are susceptible of measurement so that sub- 
urban development can be anticipated and a fair 
idea obtained of the best future site possibilities. 

The technique suggested is that of mapping out 
two studies: one on the land use pattern; the other, 
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on the transportation layout. The land use pattern 
is obtained by sketching in “the way in which land 
is used in various parts of (the) community, and the 
type of activity in each section.” The transportation 
layout concerns how traffic of people and goods move 
in and out of the community. It is obtained by in- 
dicating the main traffic artery (major axis), the 
main street (principal axis), and the chief crosstown 
route (minor axis) on the map. 

Food retailers should steer clear of sites along the 
major axis because heavy industry expands in these 
directions. The principal axis and streets surround- 
ing it generally move away from the industrial area 
toward the prevailing winds. Homes and businesses 
tend to build into the wind since dust, smoke, and 
fumes are blown away from these locations. Con- 
versely, if the wind blows fumes of present and 
future factories toward a suburb, people will not 
want to live in that locale. The better residential 
districts are on the opposite end of the industry and 
wholesaling area, often on the extension of the main 
street axis. Where the minor axis cuts into main 
street, the area usually develops into the business 
focal point or the “downtown center.” In the long 
run this focal point or center will probably shift 
toward the prevailing winds and most desirable 
residential areas. Also, the chief crosstown route— 
the minor axis—will tend to shift in the same way. 


4. BUYING AND PURCHASING 


4.1 A Drift Toward Decentralized Purchasing. 
Roger M. Pegram and G. Clark Thompson, 
Business Record, June 1956, pp. 257-63. 
[J-M.R.] 


A slow and partial move in the direction of de- 
centralized purchasing is indicated in this report 
based on responses of 212 cooperating manufacturing 
executives. Specifically, one in three respondents re- 
ported some change over the past five years in the 
organization of the purchasing function and three 
out of five of these changes were in the direction of 
dispersal. 

Advantages of decentralization cited by executives 
included: faster action; “point of use” purchasing 
involves those vitally interested in the materials; in- 
creases initiative and prestige of branch plant per- 
sonnel; greater flexibility; elimination of paper work, 
transmittal time, and long communication lines save 
money; home office personnel may concentrate on 
policy, plans, and programs. 

On the other hand, it is clear that there has been 
no mass move away from centralized purchasing; 
some have moved toward greater consolidation. 
Reasons for centralized purchasing include: large 
quantity buying, specialization of buyers, proper al- 
location of scarce materials, and lower operating costs 
through consolidation. 

The question of how to measure the effectiveness 
of the purchasing function evoked the most com- 
ment. Many companies depend upon routine finan- 
cial audits. About one fourth of reporting firms use 


the “materials cost variance” method in which the 
actual cost of a commodity (price paid by the manu- 
facturer) is compared with current market or stand- 
ard prices. Some check inventory levels. To appraise 
the administration of purchasing, policy and pro- 
cedure audits and quantitative analyses of work vol- 
ume and unit costs are utilized. Lack of satisfaction 
with measurement methods is common. 


4.2 U. S. Families Are Not Yet Subsisting on Frozen 
Foods. Advertising Age, December 3, 1956, p. 
2. [R.J.H.] 


Some results of a recent study of household food 
purchases made by the Agriculture Research Service, 
Department of Agriculture, have been reported by 
Gertrude S. Weiss, Chief, Household Economics Re- 
search Branch. The information disclosed shows that 
the average urban household uses 18.6 pounds of 
fresh fruits and vegetables as compared with only 
g.8 pounds of processed foods and spends almost 50 
percent more for the former than for the latter. Only 
4 percent of the urban household food budget is 
spent on TV dinners, frozen meat pies, and such 
items as the popular canned soups. The average 
weekly sum spent by urban households for food in 
1955 was $32.00 as compared with $25.50 in 1948, the 
difference being attributed to changes in eating 
habits, larger quantities purchased, and increased 
prices. Households in the $2,000-$4,000 income 
bracket (29 percent of all U. S. families) provide 24 
percent of the total market for food; those in the 
$4,000-$8,000 bracket (28 percent of families) provide 
go percent; and those in the over-$6,000 group (19 
percent of families) account for 25 percent. Of course, 
marked differences in the above figures are shown 
if the data are broken down by regions. The survey 
indicates that urban families form 69 percent of the 
food market; rural nonfarm families, 24 percent; 
and farm families, only 7 percent (although the latter 
are 13 percent of the population). 


5. COMMUNICATION AND MARKET NEWS 


5.1 How America Makes Up Its Mind. Richard Bur- 
ton, Public Relations Journal, December 1956, 


pp. 11-12. [W.L.] 


Often the decisive force in a group action is the 
“urger” or opinion leader. The group mind follows 
the ideas and opinions of a small part of the popula- 
tion. “Today there is very little argument about the 
existence of a pyramid of influence. But it is surpris- 
ing to find that there has been so little scientific 
investigation of the opinion leadership.” This article 
reports the returns of a few scattered studies which 
affirm the validity of the above statements. 

In Detroit the Ford Foundation wanted to study 
attitudes of Americans towards the U. N. Most 
people were unable to answer why they expressed 
certain opinions but rather said their opinions were 
based on what some local authority had reported. 
“As a result, the committee decided that a survey of 
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people at large would be a waste of money. What was 
important was to identify the opinion leaders and 
find out what they thought.” The Foundation found 
that less than 1,000 men and women were the true 
wholesalers of relevant ideas about the U. N. 

A University of North Carolina study conducted 
in Atlanta, Georgia, reached similar conclusions. 
Forty people in the city of half a million were con- 
sidered by common consent to be leaders. 

“The reason we have leaders is because people, in 
general, respond to leadership and look for guidance 
in their own thinking.” Frequently, leadership by a 
few results from apathy of the many. Moreover, 
when people hold their views lightly on some topic, 
then opinions on related subjects can be widely 
contradictory. Also, people accept facts or ideas only 
after trying them out on “authorities’—real or 
imaginary. These “authorities” are the ones who 
count. 

The authorities we have developed in America 
are termed the aristocracy of achievement—people 
who have climbed up the ladder of success of some 
specialized occupation. At some point on this up- 
ward climb, people begin to be regarded as an oracle 
on many topics—topics often beyond their range of 
experience and competence. By virtue of being 
authorities on one range of subjects, the authority 
is rubbed off onto other areas. 


5.2 Effects of Personal Qualities on One-Way Com- 
munication. Henry Winthrop, Psychological 
Reports, September 1956, pp. 323-24. [w.L.] 

The problem investigated by this research is “to 
what extent does the sex and popularity or unpopu- 
larity of a speaker in one-way communication influ- 
ence the process of creating audience agreement or 
disagreement?” 

One hundred college level volunteers, split into 
four groups, were used in the experiment. A fifteen- 
minute talk was prepared on American politics and 
was couched in terms sufficiently temperate so that 
if read, it would create no strong bias for or against 
the American political system. Four professional 
actors, two males and two females of average physical 
build and personal appearance, were employed as 
“influencers.” 

One male and one female were asked to stimulate 
socially obnoxious and unfriendly traits during de- 
livery to curdle audience resentment. The other male 
and female were told to win over the audience by 
exercising good will, showmanship, and charm. 
Thereby “liked” and “disliked” speakers were cre- 
ated. After each speaker addressed his group, the 
students were asked to indicate agreement or dis- 
agreement with the talk. 

An analysis of the results revealed that: (1) sex 
of the speaker had no important effect on agreement 
or disagreement, and (2) most students tended to 
agree with a “liked” and disagree with a “disliked” 
speaker. 


6. COSTS AND EFFICIENCY 


6.1 A Note on Labour Productivity in Capitalist 
and Cooperative Shop Trading. Margaret 
Hall and John Knapp, with “A Comment” by 
P. Sargant Florence and “A Reply” by Hall 
and Knapp, Journal of Industrial Economics, 
November 1956, pp. 68-79. [S.c.H.] 


This brief note in which Hall and Knapp subject 
British census data to possibly overly intensive analy- 
sis, reaches the conclusion that the apparent greater 
productivity (measured in terms of Pounds of sales 
per retail worker) of co-op employees over private 
employees is really a matter of store size: the British 
coops have on the average larger stores than the 
private traders, thereby obtaining economies of scale. 


6.2 Marketing Costs: What Ratio to Sales? Dale 
Houghton, Printers’ Ink, February 1, 1957, 
Pp- 23-55ff. [E.J-K.] 

The report is based on 92 questionnaires returned 
by advertising executives. This represents an 18- 
percent return. It was found that consumer goods 
advertisers in the sample spent a median of g percent 
of their annual sales in advertising. Industrial ad- 
vertisers spent 0.8 percent of sales for advertising. 
Data in the study also indicate the amount spent for 
sales promotion, marketing research, and the sales 
force by individual companies. 

One significant factor in Houghton’s study was 
that many respondents were uncertain as to what 
constitutes marketing costs. Advertising, sales pro- 
motion, marketing research, and personal selling 
were recognized as marketing costs, but other costs 
of distribution were not always included. 


6.3 On the Measurement of Excess Capacity in Re- 
tailing. Richard Holton, The Review of Eco- 
nomic Studies, 1956-1957 (Vol. XXIV (1), #63), 
pp- 43-48. [S.c.H.] 


One of the most interesting aspects of the Gal- 
braith-Holton study of Puerto Rican marketing 
(Marketing Efficiency in Puerto Rico, Cambridge, 
Harvard University Press, 1955) was the attempt to 
measure the island’s excess retail capacity. In this 
article, Professor Holton elaborates on the method- 
ology of that study. 

Essentially, it involved attempted determination 
of the markups required by a sample of stores to 
cover costs if each operated at its present sales vol- 
ume, at one and one half times that sales volume, 
and at two and three times the present volume. Some 
projected costs could be determined fairly accurately 
from existing accounting records; others were de- 
pendent upon proprietor’s estimates. \ 

Holton notes many of the limitations impjicit in 
this approach. In spite of these limitations//he be- 
lieves that his approach is superior tot use of 
historical cost data, as used by Whitpian| any! Joel 
Dean, since changing factor prices, cénventional de- 
preciation techniques, and changing units of output 
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may cloud the historical picture. He also prefers the 
method of estimation to the simultaneous analysis 
of costs in stores considered comparable except for 
size variation, as done by Dean and James in their 
shoe chain study, since there is no assurance that all 
stores are at the same point on their own individual 
cost curves. 


8. FINANCING 


8.1 Revision of Consumer Credit Statistics. Federal 


Reserve Bulletin, October 1956, pp. 1031-54. 


[W.T.K.] 


The much-used Consumer Credit Series main- 
tained by the Federal Reserve System has been re- 
vised for the period 1948 to date to reflect new cen- 
sus and survey information that has become available 
since the last major revision in 1953. The applica- 
tion of Univac has made possible the computation 
of seasonal factors with sufficient precision to allow 
adjustment of all components of the series, not just 
by totals by type of credit = \ the past. Ten new 
tables extend the revisions . either to 1948 or to 
1940. 

The latest revision raised the estimate of total 
consumer credit outstanding as of December 31, 1955 
by about 7 percent, or $2.4 billion, reflecting the 
more precise estimates now being made. By August 
1956, total short and intermediate consumer credit 
was up to $39,878 million, as measured by the revised 
method. 


9. FOREIGN MARKETING (inciuding Marketing 
by Domestic Firms in Foreign Countries, and In- 
ternational Trade) 


9.1 Les Epiciers Danois S’Organisent. Bulletin de 
Agence Europeene de Productivite, Novem- 
ber-December, 1956. [P.E.] 


This article about the education of small grocers 
in Denmark by their trade association (Dansk 
Samvirkende Kohmand Foreninger D.S.K.) has 
several points of interest: 


—the trend in Denmark and mony other European 
countries toward a half serve vourself, half be- 
waited-on (if you prefer) grocci) store. 

—the conservative Eu an approach toward 
supermarkets. They are esi:t'ished rarely and only 
when studies show that thc, are economic. 

—a common misunderstanding in Europe of the 
word “supermarket”—that a “supermarket” is always 
big instead of its being a store (big or small) selling 
many varieties of food and household products. 

—store modernization (principally in coolers and 
new stands) is being encouraged. 

—cooperation with housing project constructors to 
determine what stores to put in new projects. 

—a standard accounting system for grocers (who 
rarely bother with any figures beyond those of their 
purchase invoices and cash drawers) was set up. 


—operating results for each store are compared to 
those of other stores. 

—retailers meet regularly to discuss mutual prob- 
lems. The meetings are held in member stores. 


9.2. Importance Croissante du “Marketing.” W. A. 
C. Cooper, Bulletin de Agence Europeene de 
Productivite, November-December 1956. [P.E-] 


Mr. Cooper is with Foote, Cone & Belding, Ltd. 
His speech before the British Institute of Manage- 
ment touched on several marketing trends: vending 
machines, self-service, supermarkets, food sales from 
route trucks, frozen foods, do-it-yourself articles, 
commercial television, market study, continuous 
study of retailer stocks, packaging, brands. 

In summing up the advantages of se]f-service 
stores, Mr. Cooper gave certain figures (for example, 
lower prices can increase store volume from go to 
200 percent) without specifying for what country 
they were valid. The retailers of each country of 
Europe would be deeply interested in the experi- 
ments undertaken in their countries. 

His remarks about the practically unshakable 
place of strong food processor brands in a market 
dominated by chains of supermarkets will certainly 
interest European processors many of whom are now 
trying to establish sensible long-term policies for co- 
operation with chains. 

The Migros organization in Switzerland provided 
Mr. Cooper with an example of food sales from 
route trucks in the country as well as the city. De- 
spite the cost of operating the trucks, the rent saving 
might allow reduced prices. 

This article points up the need for detailed studies 
in Western Europe, for example: on rural food dis- 
tribution, the return per square yard in super- 
markets and small neighborhood groceries, the size 
of the neighborhood needed to support a super- 
market, the nonsupermarket shopping activities 
which are a pleasure to European women, their pride 
in fully preparing their own meals from the soup to 
the nuts. 

These study areas signal the need recognized by 
many European marketers for more documentation 
than simple translations of material from the United 
States. 

Mr. Cooper remarked that many European manu- 
facturers could rationalize their product lines. If his 
subject had allowed, he could have said the same of 
their sales departments. They are often so compli- 
cated as to make dynamic merchandising impossible. 
Certain alert companies are overhauling their prod- 
ucts and structures. Their profits and the generally 
increasing competition will bring others to do the 
same. 


9.3 World Trade and Payments in 1955-56. Federal 
Reserve Bulletin, October 1956, pp. 1023-30. 
[W.T.K.] 


This is a good summary of world trade trends 
during 1955 and the first six months of 1956. It 
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shows that world exports grew 10 percent in volume 
and 12 percent in value during the first half of 1956 
compared with the previous year. Since the rate of 
increase in world production did not quite keep 
pace with world exports, there was some strain on 
international prices, but most increased surprisingly 
little (in the order of magnitude of 2 percent over 
1953)- 

Apparently many countries were fighting inflation- 
ary pressures during the 18-month period, but few 
direct controls were exercised over internal or ex- 
ternal economic activity. Reliance was placed mainly 
upon monetary and fiscal restraints. The report 
states: “While many countries at mid-1956 were still 
concerned with holding demand in line with produc- 
tive capacity, the world supply and demand position 
appeared on the whole more nearly in equilibrium 
than it had been a year earlier.” 

The article analyzes export changes by major 
country, payments strains and adjustments, the trade 
situation in Western Europe and other areas, and, 
finally, makes a thorough analysis of the balance of 
payments of the United States. 


9.4 United States Banking Organization Abroad. 
Federal Reserve Bulletin, December 1956, pp. 
1284-99. [W.T.K.] 


An excellent article on the history, legal status, 
and operations of United States banking service 
abroad. Most U. S. banks having business abroad 
work through foreign correspondent banks. How- 
ever, a few of our largest institutions, handling about 
two thirds of the foreign commercial banking busi- 
ness of this country, have developed branches or 
subsidiaries abroad. The names and details of these 
institutions are given in tables at the end of the 
article. 


9.5 The Most Oft-Repeated Errors in Foreign Mar- 
keting. The Nielsen Researcher (Chicago: The 
A. C. Nielsen Company), February 1957. 
[R.L.C.] 


The records of the A. C. Nielsen Company show 
that in the ten countries where they operate the 
common errors in foreign marketing are divided 
almost equally between the “subtle” and the “ob- 
vious” types. Those discussed in this article include: 

Failure to allow for possible differences even where 
none appear to exist. 

Failure to gauge the underlying impact of custom, 
tradition, and racial and religious differences. 

Failure to appreciate differences in connotation of 
words—regardless of whether the same language or 
a translation is involved. 

Failure to ascertain the stage of development of 
the type of product. 

Failure to grasp the consumer’s attitude on the 
relationship between price and quality. 

Failure to understand differences in advertising. 

Failure to understand and weigh correctly the 
relative importance of the various types of retailers 
in the distribution of the product. 


Failure to appraise the degree of acceptance of the 
competitive-economy principal. 

Failure to pay due attention to the various govern- 
ment regulations involved. 

Failure to conceal the feeling that you—or your 
country or your ways of doing things—are superior. 

Failure to provide for adequate flow of informa- 
tion both to and from the parent company. 


9.6 Know Your Export Sales Techniques. Alexander 
O. Stanley, Dun’s Review and Modern Indus- 
try, March 1957, pp. 85-93. [R.L.c.] 


The information presented in this article may 
prove both surprising and useful to some manufac- 
turers in this country who believe their sales activi- 
ties are purely domestic. The author discusses export 
sales techniques in a comprehensive manner, in- 
cluding the several types of export sales organiza- 
tions which are presently available. He does this in 
an interesting and helpful manner. This is, indeed, 
a comprehensive treatment of this subject. 


9.7 The Swiss Have a Name for It—Selbstbedienung 
- « « Self-Service To You. Super Market Mer- 
chandising, December 1956, pp. 42-44. [W.L.] 


The Federation of Migros Co-operatives in Switzer- 
land, of which Gottfried Duttweiler is Administra- 
tive Board Chairman, controls a total of 301 stores, 
72 route trucks (rolling stores), and 4 clothing stores 
in addition to numerous manufacturing plants. 
Migros is stimulating the introduction of both self- 
service retailing and supermarket merchandising in 
Switzerland. By 1955, 223 of the 301 Migros stores (or 
74 percent) were operating on a self-service basis and 
did 83 percent of the volume. 

The first Migros supermarket was opened in 1952 
and today the co-operative has 13 supers in opera- 
tion. The pictures accompanying the brief article 
clearly indicate that by their use of modern design, 
spacious layouts, functional gondolas, and flower 
displays, “the canny Swiss have something to teach 
us about stimulating impulse sales with relaxed 
surroundings.” 


9.8 Drug Subsidiaries—Money Makers. Chemical & 
Engineering News, February 11, 1957, pp- 14- 
17. [W.c.] 

In spite of European competition and other ob- 
stacles, U. S. drug firms find Latin America attractive 
for subsidiary operations. U. S. drug firms also con- 
tinue to show a keen interest in their Canadian 
subsidiaries. 

In Europe there is a definite trend for U. S. firms 
to build plants to produce basic materials needed by 
proprietary and pharmaceutical plants. 

A growing new area of interest for U. S. drug firms 
is the Far East where rising industrial activity and 
increasing demand has encouraged investment in 
manufacturing. 
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9.9 A Look at World Economic Gains in the Post- 
war Years. Business Week, July 14, 1956, p. 
134. [R.J.H.] 


The United Nations, in their annual survey, re- 
viewed the world economic position and reported 
upon the changes which took place in the ten years 
following the end of World War II. The survey 
showed that production in the Free World by 1954 
was two thirds greater than prewar output. However, 
while production in developed areas increased by 75 
percent, the figure for underdeveloped areas was 
only 40 percent. Gains in the volume of world trade 
amounted to a 50-percent increase over 1938, and 
gains in exports of manufactured goods showed a 
60-percent increase. Important changes appeared in 
spheres of trade: exports from Soviet bloc countries 
had shrunk considerably by 1954; exports from 
countries in the Americas to the U. S., formerly 
accounting for one third of their total export trade, 
formed by 1954 one half such trade. In the ten years 
under discussion, the Soviet Union increased indus- 
trial production by almost 190 percent, and other 
Eastern European countries showed an average in- 
crease of over 150 percent. Direct comparison with 
figures of Free World countries cannot be made be- 
cause of the difference in the way the indices are 
calculated. Although the Soviet bloc countries 
showed striking gains in the production of electric 
power, crude steel, and crude oil, these gains—when 
taken as a percentage of total world output—ap- 
peared less impressive. Since 1950 Soviet industrial 
production has grown about 13 percent a year com- 
pared with the average of 414 percent for the U. S. 
The survey cautioned against predicting for the 
future a rate of growth equal to that of the postwar 
decade, which was based on special and temporary 
factors, and showed some concern with regard to 
decreasing demand in advanced countries. 


9.10 Latin Export Race: U. S. Sets the Pace. Chemi- 
cal Week, February 16, 1957, pp. 47, 48, 50. 

[w.c.] 
The United States has lengthened its lead over 
European competition in the race for the over $600 











Chemical 

Exports 

to | pots 

America United 

(million States 

dollars) percentage 
Inorganic chemicals 80 54 
Organic chemicals 74 61 
Other chemicals 132 56 
Paints 31 73 
Soap and cosmetics 25 56 
Fertilizers 56 62 
Coal tar dyes 23 19 
Drugs and pharmaceuticals 147 70 
Others 30 60 

Total 598 60 





million chemical market of Latin America. It is 
estimated U. S. sales for 1956 will be about $360 
million or about 60 percent of the total as compared 
to about 57 percent of the approximately $580 mil- 
lion (total) 1955 market. 

Estimated 1956 sales by category and U. S. share 
are shown in the table in preceding column. 


9.11 Selling Costs and Advertising Expenditures in 
Scandinavia. Max Kjaer-Hansen, Copenhagen, 
Federation of Nordic Marketing Associations, 
1956, 4opp. [S.C.H.] 

This publication reports the results of an investi- 
gation conducted in celebration of the twenty-fifth 
anniversary of the Federation of Nordic Marketing 
Associations, an amalgamation of some fifty-three 
local marketing clubs in Denmark, Finland, Norway, 
and Sweden. Professor Max Kjaer-Hansen of the 
Copenhagen School of Business acted as co-ordinator 
and rapporteur. The report is published in English. 

The total 1953 “cost of sales” (that is, retailers’, 
wholesalers’, and producers’ expenditures on market- 
ing) in Denmark—the country for which the most 
accurate data were available—was estimated at 5,600 
million Danish kroner or 19.5 percent of gross na- 
tional product. The total cost of sales for consumer 
goods amounted to about 33 percent of the retail 
value of such goods. Cost of sales came to about 10 
percent in the case of producers’ goods. About 75 
percent of all costs of sale were attributed to the 
“purely technical distribution of goods,” that is, all 
transportation costs, most packing, inventory, and 
occupancy costs. On the other hand, 25 percent of 
the cost of sales was attributed to “selling costs” (the 
effort to obtain competitive advantage, including ad- 
vertising charges and agents’ commissions). 

Cost of sales probably were highest, as a portion of 
GNP, in Sweden, followed by Denmark, Norway, and 
Finland in that order. The more highly developed 
economies of Denmark and Sweden were reflected in 
both higher relative total marketing costs and higher 
relative pure selling costs. 

The estimates for total advertising expenditures 
are especially interesting since an attempt was made 
to include figures for the cost of retail store window 
displays, neon signs, etc. Advertising expenditures 
were respectively, 1.5, 1.4, 0.8, and 0.8 percent of 
GNP in Sweden, Denmark, Norway, and Finland. 


9.12 CMRA—Window on World Chemicals. Chemi- 
cal Week, March 23, 1957, pp. 74, 76, 78. [W.C.] 


A series of talks presented in March to the Chemi- 
cal Market Research Association’s Philadelphia 
meeting covered (1) impact of foreign competition 
on the U. S. chemical industry and (2) opportunities 
for U. S. producers in foreign chemical markets. 

Speakers pointed out that many undeveloped areas 
of the world are opening up as new markets. Popu- 
lation growth and improving living standards are 
resulting in increasing demand for chemical prod- 
ucts. 

This same world industrial development is in- 








RESEARCH IN MARKETING 


73 





creasing competition in world markets. Many U. S. 
producers are building plants abroad to overcome 
possible loss of foreign markets to other local 
producers. 


9.13 International Gold and Dollar Flows. Federal 
Reserve Bulletin, March 1957, pp. 249-58. 
[W.T.K.] 

Our trade with the rest of the world reached a new 
high in 156. Preliminary figures reveal United States 
exports of goods and services of $23,346 million and 
imports of $20,425 million. This created an export 
surplus of $2,921 million. Despite this “favorable” 
balance of trade gold reserves and dollar holdings 
of foreign countries rose by $1.4 billion in 1956, made 
possible by continued American investments abroad. 
Net outflow of private capital in 1956 was $2,746 
million. About one half of this represented direct 
investment abroad in foreign branches and sub- 
sidiaries. The remainder consisted of portfolio in- 
vestments (foreign stocks and bonds) and an increase 
in short- and medium-term credits to foreigners. 
Government loans and grants (excluding military) 
totaled $2.3 billion in 1956. 

Toward the end of the year, there were heavy 
withdrawals of dollar holdings of the International 
Monetary Fund occasioned by the Suez crisis. Great 
Britain alone accounted for $561 million of the $693 
million total. The International Bank for Recon- 
struction and Development authorized $500 million 
in loans in 1956, more than any other year in its 
history. 

It is interesting to note that the United States has 
been losing gold in the past few years. From mid- 
1952 to April 1955, $1.8 billion went to foreign 
countries. However, this outflow reversed itself in 
1956; our gold stock increased by $305 million last 
year, which brought total holdings to $22,058 
million. 


10. GENERAL MARKETING STUDIES 


10.1 What a Country. Fortune, October 1956, pp. 
127-30 seq. [W.T.K.] 

A follow-up of the original 1953 series on The 
Changing American Market, Fortune’s 1953 predic- 
tion of $239 billion consumer expenditures by 1956 
has proven to be low by about $3 billion. Their new 
projection is $272 billion by 1959 and $282 billion 
by 1960 (in 1956 dollars). By the year 1960, Fortune 
predicts that the average income per family in the 
United States will be about $6,000 per year. 

The article gives tangible examples of the impact 
of the expanded middle-income group expenditures 
on the American market. An enhanced demand for 
better models and higher quality in consumer goods 
has materialized. Also noted is the whole new market 
that has been created for custom-made, luxury goods. 
Formerly thin in this country, and appealing almost 
solely to the upper income groups, the custom 
market now finds its major support in the upper- 
middle and middle-income groups. 


10.2 People Make America. Patrick J. Kelly, Print- 
ers’ Ink, April 5, 1957, pp- 38-56ff. [E.j K.] 


Current population information for the United 
States market is presented in this report. The theme 
is continued growth in population, markets, dispos- 
able income, debt, expenditures, employment, busi- 
ness firms, education, leisure, families, longevity, 
and standards of living. The statistics seem to total 
to a remarkable opportunity for further expansion of 
the market for all types of goods and services. Some 
specifics: population is now 170 million; gross na- 
tional product has risen from $200 billion in 1945 
to a current $412 billion; the number of working 
women has increased from 14,000,000 in 1940 to 
almost 21,000,000; white-collar workers (25,400,000) 
now exceed blue-collar workers (24,900,000); the 
number of households is 48,800,0c00—up 12 percent 
from 1950 to 1956; in any given year 20 percent of 
the population move, 7 percent out of the county or 
state; average family income in 1955 was $5,520 
which was reduced to $4,995 after taxes. 


11. GOVERNMENT REGULATION 


11.1 Give-Away Sales Tool Soon Will Be Target of 
FITC Complaints. The Wall Street Journal, 
April 3, 1957, pp. 1ff. [R.L.c.] 

It is reported here that the Federal Trade Com- 
mission will soon file complaints against one or more 
of the companies that provide retailers with stamps 
and supply premiums that housewives get in ex- 
change for the stamps. Further, it is stated this crack- 
down is not designed to kill off trading stamps. This 
is a factual, informative, and comprehensive report 
on this subject. 


11.2 Checklist of State Advertising Statutes. Printers’ 
Ink, March 8, 1957, pp. 38-45ff. [E.J.K.] 


The checklist compiled from the Columbia Law 
Review is designed to give an idea of the range and 
scope of state legislation of commodity advertising. 
Statutes of particular states dealing with particular 
commodities are indicated. Probably of most current 
interest is the information on bait advertising, trad- 
ing stamps, and premium coupons. Full citations 
may be found in 56 Columbia Law Review 1081, 
1098 (November 1956). 


12. HISTORY AND TRENDS 


12.1 Five Trends Shape Business Future. Sumner H. 
Slichter, Nation’s Business, February 1457, pp» 
2off. [R.L.c.] 


Concerning the many changes that are modifying 
the American economy, Professor Slichter of Har- 
vard University indicates that five are particularly 
important for investors, business managers, trade 
union leaders, and the community as a whole: 


(1) The growing capacity of the economy to in- 
crease production and to make technological 
changes. 
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(2) The growing capacity of the economy to in- 
crease the demand for goods. 

(3) The tendency of the economy to outgrow the 
business cycle. 

(4) The growth of institutions that tend to pro- 
duce a slowly rising price level. 

(5) The increasing intensity of competition. 


It is the author’s view that the growing competi- 
tiveness in most industries is reflected in the rather 
poor record of corporate profits during the past five 
years. He gives the following reasons for keener 
competition: growing competition between old goods 
and new goods; industry’s growing capacity to im- 
prove products and methods; and the growing re- 
wards for successful innovation. 


14. MANAGERIAL CONTROL (including Ac- 
counting Control, Inventory Control, Statistical 
Control) 


14.1 What to Do About Products That Come Home 
to Roost. Annesta R. Gardner, Dun’s Review 
and Modern Industry, February 1957, pp. 45- 
51. [R.L.C.] 


This article includes information obtained from 
a limited survey by Dun’s Review and Modern In- 
dustry, which shows a wide divergence of service 
policies and procedures even within a single indus- 
try. The information made available here with re- 
spect to the service policies and procedures of a 
variety of manufacturers will be helpful to those 
with an interest in this area. 


14.2 How to Plan a Profitable Product Line. Robert 
M. Oliver, Dun’s Review and Modern Indus- 
try, January 1957, pp. 38ff. [R.L.c.] 


An informal survey of about go representative 
companies, conducted by the author for Dun’s Re- 
view and Modern Industry, indicates that several 
factors are considered before any decision is made 
on product-line scope. They are: capital, facilities, 
competition, present distribution, and size of market. 

To these should most certainly be added: person- 
nel, company reputation, nature of the market and 
its compatibility with existing marketing structure, 
and the company’s marketing proficiency. 

With two exceptions—capital and facilities—these 
considerations have equal force in both small com- 
panies and large ones. While capital is of the utmost 
importance to all business, the larger corporations 
do not face the same limitations in this area that 
smaller concerns do. Most of them are confident 
that, if other factors are favorable, capital can be 
raised. 

Perhaps the greatest single influence in a product 
scope decision is the market growth potential. But 
none of the elements can be ignored. 

Just as important in management thinking is re- 
turn on investment. And “investment” means total 
gross assets employed, both fixed and current. 


15. MANAGERIAL ORGANIZATION 
KETING ACTIVITIES 


OF MAR- 


15.1 What Future Managers Will Do. Nation's Busi- 
ness, April 1957, pp. 36ff. [R.L.c.] 


The ideas of selected academic and business ex- 
perts concerning the future of management develop- 
ment are brought together in this interesting article. 
Here are some of their predictions for 1965: 

More company executives will be lecturing in 
universities. 

Company presidents may find bright nonconform- 
ists are helpful assistants. 

Companies will have a specific budget for develop- 
ing executives. Time will be spent daily coaching 
subordinates and being coached. 

Firms will have a more accurate system for meas- 
uring everyone’s performance and potential. Author- 
ity and responsibility will be greater down the line. 

For any important post, there will be several pos- 
sible successors, some from different departments. No 
one will know for sure who is the crown prince. 

The foreman’s job will be sought by the college 
graduates recently hired. 

Young, inexperienced managers will be paid fat 
salaries, but the pay level won’t rise as sharply later 
on. Top executives will get big incentive bonuses 
on a deferred basis. 

Employee relations will be tough minded. 


15.2 Selling Tomorrow’s Market. Philip Gustafson, 
Nation’s Business, February 1957, pp. 76-87. 
[R.L.C.] 


The significance of this article to those already 
familiar with changing basic approaches to selling 
the American market may well be the systematic 
presentation of facts, experiences, and opinions 
which here are brought together. First, under the 
heading “The New Concept,” the broadening scope 
of marketing activities is discussed. Next, under the 
title, “The Tools,” there is discussed new ways to 
measure effort and make it more effective. The con- 
cluding section, which focuses attention on the sales 
force, emphasizes the point that today’s new concept 
in marketing is being reflected throughout the whole 
sales department down to the last individual sales- 
man. 


16. MARKETING OF SPECIFIC GOODS AND 
SERVICES 


16.1 G. E.’s Small Appliance Marketing Strategy. 
Tide, November g, 1956, pp. 13-17. [E.J-K.] 


Preliminary indications are that the decision of 
General Electric's Housewear and Radio Receivers 
division to reduce profit margins at all distribution 
levels on its portable appliances was sound. The 
division’s 1956 sales were running about 30 percent 
above 1955. This compares with an industry average 
of 20 percent. General Electric’s price policy repre- 
sents a change from the older concept of percent 
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profit to the newer concept of more profit dollars 
based on selling larger volume. The policy of the 
division to “sell to everyone, everywhere,” has meant 
obtaining the widest possible distribution, heavy 
advertising to presell nationally and to move goods 
locally, and a pricing policy aimed at penetrating 
all income levels. 

The company views on market saturation are op- 
timistic, “We have been thinking in terms of sta- 
tistical marketing saturation based on a one-per- 
home proposition. This is a fallacy. Americans are 
progressing to a two car, two telephone, two T.V. 
set, two refrigerator (one a freezer), two range (one 
electronic) scale of living.” 


16.2 Marketing Checklist for New Product. Richard 
Manville and Joseph Ungar, Printers’ Ink, 
February 1, 1957, pp. 26-28. [E.J.K.] 

The checklist is organized around the following 
twelve points: 


1. The market for the product. “Is there a market 
. . . how big?” 

2. Why a new product? “Should we have one? 
Why?” 

g. Present buying habits, usage habits, and atti- 
tudes regarding products similar or comparable 
to the new product. “Who will buy it?” 

4. Competition for the new product. “Who is sup- 

plying it now?” 

. Developing the new product. “What are the 

headaches in getting it made?” 

. Packaging the product. 

. Product features. “Is your product better? Who 

Says so?” 

. Pricing. “Can you sell it at a profit—at a price?” 

g. Selling the product. “Where and how will you 
sell it?” 

10. Promoting the product. “What will it take to 
promote it?” 

11. Test marketing the product. “Will it go? Let’s 
try it—small at first. What were the results of 
market tests?” 

12. Evaluation of results for future marketing 
strategy. “Did it take? . . . Are we holding, in- 
creasing, or losing our share? What should we do 
differently?” 


sD oO 


i 2) 


16A. MARKETING OF SPECIFIC GOODS AND 
SERVICES: AGRICULTURAL GOODS AND 
RAW MATERIALS 


16A.1 Where Will It All Go? Chemical Week, Janu- 
ary 12, 1957, pp. 64, 66-68. [w.c.] 


Expansions in 1957 will raise United States am- 
monia production capacity to nearly 5.0 million tons 
a year as compared with 4.5 million tons in 1956. 
Only 3.4 million tons were actually produced in 
1956. 

Despite this overcapacity, six new firms will rush 
into production in 1957. 





About 76 percent of total production goes into 
fertilizers, the rest to industry. This other 24 percent 
will be used as follows in 1957: 


Per Cent 

Chemicals 7.0 
Industrial explosives 5.0 
Synthetic fibers 3.0 
Plastics, resins, etc. 3.0 
Pulp and paper 1.5 
Metallurgy 1.0 
Petroleum refining 1.0 
Others 2.5 
24.0 


16A.2 Prepackaging—Up, Up, Up. Super Market 
Merchandising, November 1956, p. 126. [W-L.] 


During the five-year period from 1950 to 1955, the 
prepackaging of fresh fruits and vegetables has 
quadrupled. It is estimated that today’s level will be 
at least doubled by 1960. 

Robert A. Cooper, Executive Secretary of the 
Produce Packaging Association, estimates that in 
1950 5 percent of all fresh fruits and vegetables sold 
were prepackaged. Estimates for 1956 run about 20 
percent while predictions for 1960 are that “at least 
50 percent of all fresh produce will be prepackaged.” 

The major advantage of prepackaging for dis- 
tributors is the low spoilage on perishables. Loss on 
such items caused by spoilage between the field and 
the kitchen is estimated to be go percent. “Pre- 
packaging, together with refrigeration, slices into 
the figure by as much as 85 percent.” 

While prepacking has been capturing more of the 
fresh produce market, fresh produce has also been 
losing relative ground to canned, frozen, and proc- 
essed fruits and vegetables. Since 1940 the per capita 
intake of fresh fruits is down 27 percent while the 
consumption of canned fruits and juices is up 80 
percent. A similar situation exists for fresh vegetables 
which have realized a 1-percent increase in sales 
compared to a 60-percent rise in canned and frozen 
vegetable consumption. 

Prepackers predict that fresh produce sales—aided 
by such innovations as cold-sterilization by atomic 
radiation, declining air freight rates, and prepackag- 
ing—will regain much of its market position. Other 
marketing innovations will be more branding by 
growers associations and wholesalers; complete self- 
service, eliminating the weighing of produce; and 
prepeeled potatoes. 


16B. MARKETING OF SPECIFIC GOODS AND 
SERVICES: INDUSTRIAL GOODS 


16B.1 Polyesters Are Booming—But How Much? 
Chemical Week, December 22, 1956. pp. 40, 
42. [w.c.] 


Reinforced plastic outlets using polyester resins 
are diverse and expanding rapidly in such varied 
items as boats, fishing rods, furniture, airplanes, 
pipe, etc. 
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How much polyester resin goes into reinforced 
plastics is not known for certain, but the Society of 
Plastics Industries gives these figures in million 
pounds: 


1953 26 
1954 27 
1955 49 
1956 73 


In 1957 use may be 86 million pounds. 


16B.2 Nitrogen’s Above-Ground Market. Chemical & 
Engineering News, February 18, 1957, pp. 136, 
137. [W.C.] 

Special uses of nitrogen (other than for fertilizer), 
argon, and oxygen gases have caused rapid increases 
in output recently. For example, nonfertilizer nitro- 
gen gas production increased from 254 million cubic 
feet in January 1955 to 563 million cubic feet by 
October 1956. Major uses are in food packing of 
coffee, edible oils, wine, etc. Experiments in shipping 
foods kept frozen with liquid nitrogen are under 
way. 

Argon increased in production from 17 million 
cubic feet in January 1955 to 33 million cubic feet in 
October 1956. Major uses are in welding and process- 
ing new metals as titanium and zirconium. 

Output of tonnage and high purity oxygen have 
also gone up with increasing use in steel manufac- 
ture. 


16B.3 ’°57: Titanium’s Big Year. Chemical Week, 
January 9, 1957, pp. 80, 82. [w.c.] 


In 1957 the titanium metal industry will likely 
almost double 1956 output. Total United States 
titanium output in 1948 was only 3 tons; in 1957 it 
will be 25,000 to 28,000 tons. Recent production in 
thousand tons has been: 


1953 2 
1954 5 
1955 8 
1956 est. 14-15 


In addition, three Japanese producers send their 
total output—about 2,000 to 3,000 tons a year—to the 
United States since fabricating facilities do not exist 
in Japan. 

Requirements for military aircraft are a major 
outlet for production. Eventually, some experts see 
a United States output of a million tons a year. 


16B.4 Ahead: New Zoom in Cresylics Supply. Chem- 
ical Week, February 16, 1957, pp. 98, 100, 102. 
[w.c.] 
The estimated end-use pattern for cresols and 
cresylic acids in million pounds per year is: 











1957 1960-1961 

Tricresy! phosphate 35 47 
Phenolic resins 37 55 
Wire enamel solvent 9 13 
Ore flotation agents 9 11 
Metal cleaners 9 12 
Disinfectants 10 11 
Solvent refining 5 7 
Others 21 30 

Total 135 186 





Supply capacity of these materials should be ap- 
proximately in millions of pounds a year: 











1956 1960-1961 
Domestic coal-derived 70 105 
Domestic petroleum-derived 40 65 
Imports 30 27 
Total 140 197 





16B.5 Sunday Sailors Churn Up a Market. Chemi- 
cal Week, February 2, 1957, pp. 80, 82, 84, 86. 
[w.c.] 


In 1956 an estimated 28 million, or 17 percent of 
the continental United States population, partici- 
pated in recreational boating in almost 6 million 
pleasure craft. There were only 5 million such craft 
in 1953 and about 214 million in 1947. In 1956 about 
41% of the 6 million boats were powered by outboard 
motors, almost 800,000 had inboard motors, and 
about 600,000 were sailboats. 

In 1956 about $114 billion was spent at retail on 
this hobby, of which about $317 million went into 
new boat purchase. It is estimated that 1956 new 
boat sales in dollars were about 43 percent higher 
than 1955 and that 1957 sales will be about 46 per- 
cent higher than 1956. 


16B.6 Wanted: New Uses for Silicones. Chemical 
and Engineering News, January 28, 1957, pp. 
16-19. [W.C.] 


In commercial production less than 15 years, the 
silicone chemicals in 1956 amounted to a $40 million 
a year industry. There are three basic producers in 
the United States. All are expanding. 

In 1951 production capacity was 5 million pounds 
a year. The 1957 capacity is about go million pounds 
a year. 

Most silicones cost $3 to $4 a pound, about half 
their price ten years ago. Despite this, their special 
properties have promoted rapid growth. However, 
sales are probably only one half to two thirds of 
productive capacity and producers are trying hard 
to find new uses which can command the high price 
of the product. 
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168.7 More Rubber — More Rubber Chemicals. 
Chemical Engineering News, Marchi 1i, i957, 


pp. 12-15. [W.c.] 


The rubber industry, already fifth-ranking chemi- 
cal consumer, is increasing its output. Currently, 
tires take about 61 percent of rubber consumption. 
The nontire uses are growing, giving the industry a 
fair degree of independence from automobile sales. 

In 1956 rubber consumption was 1.4 million long 
tons and in 1955, 1.5 million long tons. 

In 1955 total use in compounding tire rubber was 
1.2 billion pounds. Another 1.3 billion pounds of 
chemicals were used in making synthetic rubber, 
largely for tires. Also, 1.7 billion pounds of chemicals 
were used in producing rayon and nylon tire cord 
fabrics. 

This volume of chemicals may represent about 10 
percent of chemical industry sales. 


16B.8 CMC: Cellulose Market Wonder. Chemical 
and Engineering News, January 28, 1957, p. 
78. [w.c.] 

Output of technical and pure grades of sodium 
carboxymethylcellulose has expanded over twelve 
times since 1947 to over 27 million pounds in 1955 
and probably about go million pounds in 1956 in the 
United States. 

There are four producers. The largest and still 
growing market for technical grade is in soap and 
detergent formulation. The pure grade’s largest use 
is in ice cream to improve the physical condition. 


16B.9 Upstarts Snap at Heels of Sulfur Kings. 
Chemical Engineering, April 1957, pp. 208, 
210, 212. [W.c.] 


For the first time since 1900, busy U. S. sulfur pro- 
ducers face real world-wide competition as Mexico 
enters the market with production of 880,000 long 
tons in 1956 from Mexican mines. U. S. mined pro- 
duction was 6.4 million tons in 1956 but Mexican 
production forced the U. S. export price down from 
$31 to $28 a long ton, and U. S. imports went up 
from none in 1954 and 25,000 tons in 1955 to 225,000 
tons in 1956. 

U. S. equivalent sulfur supply in 1956 was 7.8 
million long tons, of which 5.7 million were mined 
and .2.1 came from by-product sources. Of this sup- 
ply 4.9 million tons were used in sulfuric acid pro- 
duction, 1.6 million tons were exported, and the 
other 1.3 million tons were used for wood pulping, 
chemicals, rubber manufacture, and other uses. 


16B.10 Sulfuric Acid—Capacity Leads Growing 
Needs. Chemical Week, March go, 1957, pp. 

64, 66, 67. [w.c.] 
Sulfuric acid supply is posing no serious problem 
to consumers now, as it was three or four years ago. 
Estimated 1957 capacity will be about 21 million 
tons a year, about 5 percent higher than 1950. Con- 
sumption in 1956 was about 17 million tons or about 


15 percent below capacity. 


Major outlets in 1956 








Short Tons 





Phosphatic fertilizers. .... 
Petroleum products. . . 
Ammonium sulfate (fertilizer)... .. 
Inorganic pigments...... 

Iron and steel......... 
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16B.11 Magnesium Production on the Rebound. 
Chemical Week, March 9g, 1957, pp. 110, 113. 
[w.c.] 

In 1952-1954 accelerated output of magnesium was 
required for stockpiling. But since 1955 production 
has gone slowly up again to supply growing con- 
sumption. 

In 1956 output was 68,000 tons as compared to 
over 100,000 in 1952, the postwar peak, but 12 per- 
cent higher than 1955. In 1957 production should be 
80,000 tons, 20 percent higher than 1956. 

Of the amount consumed in 1956, about half went 
into civilian applications, half into military uses. 
Of total use, about 60 percent is nonstructural, that 
is, it is used in production of other metals, etc. The 
other 40 percent in structural uses goes mainly into 
aircraft and aircraft equipment. The largest con- 
sumer markets are ladders and luggage. 


16B.12 Oxo Chemicals—Slow but Sure. Chemical & 
Engineering News, March 18, 1957, pp. 16-19. 
[w.c.] - 

Production of “Oxo” process alcohols started in 
the United States in late 1948. Present capacity of the 
six producers is 150 million pounds a year. In 1956 
sales were about 100 million pounds a year. 

Of sales about 70 million pounds are isomeric 
mixtures of isooctyl, decyl, and tridecyl alcohols, of 
which about 80 percent is used in plasticizers. An- 
other 25 million pounds consists of butyl and amyl 
alcohols made by the “Oxo” process. 


16C. MARKETING OF SPECIFIC GOODS AND 
SERVICES: MANUFACTURED CONSUM- 
ERS’ GOODS 


16C.1 Paint Sales Level Off Again, Need New Boost. 
Roslyn K. Giblin, Chemical Engineering, Jan- 
uary 1957, Pp. 170, 172. [W.c.] 


Paint, varnish, and lacquer sales have nearly 
doubled in ten years from about $900 million in 1946 
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to $1.6 billion in 1956, with increases in 1947, 1950, 
and 1955 coming between periods of leveling off. 

In 1955 two booms—in housebuilding and autos— 
jumped sales from $1.36 to $1.56 billion. In 1956 
sales were probably only about 2 percent higher. 

No boom is expected in 1957 in these fields to drive 
paint sales up as much as 1955, and only a small sales 
increase is again expected. 


16C.2 Shampoos Get the Scientific Sell. Chemical 
Week, December 22, 1956, pp. 56, 58. [w.c.] 


Four firms are in the market with new anti- 
dandruff preparations, and all are looking for and 
using in their promotions any available medical 
support to lend plausibility to their claims. 

Advertising for these preparations uses words and 
phrases such as “proven medical treatment,” “medi- 
cation,” and “no prescription necessary.” 

With an estimated 70 million people in the United 
States having some form of dandruff, the manufac- 
turers are overlooking no opportunity to reach them. 


16C.3 New Latex Paints Forge Ahead. Chemical & 
Engineering News, January 14, 1957, pp. 14- 
16. [w.c.] 


Of total paint production in 1956 for tvade sales, 
about 10 percent or 54 million gallons were based on 
synthetic resin latices. Of this 72 percent was based 
on styrene-butadiene latex, 19 percent on polyvinyl 
acetate, and g percent on acrylic resins. 

In 1949 styrene-butadiene latices were introduced 
in the United States. Polyvinyl acetate latices were 
introduced in Germany in the early 1940’s and in the 
United States in early 1951. In 1953 acrylic resin 
paints were introduced in the United States. 

By 1961 latex paints should penetrate the indus- 
trial market where little is now used and possibly 
take 20 percent of this market. 


16C.4 Rolling Market for Chemical Products. 
Chemical Week, March 28, 1957, pp- 70, 72. 
[w.c.] 

Some three million American nomads gave the 
trailer business $500 million at the retail level last 
year. About one million trailer units are in use. Effi- 
cient and attractive styling leans heavily on such 
chemical process products as plastics, aluminum, and 
enamels. 

Trailer sales have increased from 10,000 units in 
1940 to over 120,000 in 1956 and may reach 150,000 
in 1957. Average unit price is about $4,500. Buyers 
by type are: 


Per Cent 
Mobile or semimobile workers 63 
Members of armed forces 20 
Retired persons 10 
Others 7 
Total 100 


16C.5 High Hopes on Low Foamers. Chemical 
Week, February 23, 1957, pp. 48, 50. [w.c.] 


The accelerating climb in sales of automatic dish- 
washers is creating high hopes for increasing con- 
sumption of low-foaming detergents. However, with 
400,000 machines sold in 1956 in the U. S. (35 per- 
cent over 1955), producers are afraid these record 
numbers will decline as new housing starts to decline 
since about 60 percent of dishwashers have been 
going into new homes. 

It is hoped that sales outside of new homes will be 
increased by the portable dishwasher, which com- 
prised 15 percent of the 1956 market and is expected 
to be 20 percent of the 1957 market. 

Dishwashers in homes use about ten pounds each 
of detergent per year, making an $8 to $10 million 
market, with an average price of about 35 cents per 
pound. By 1963, there may be ten million dish- 
washing machines in the U. S., with one million new 
ones being produced a year. This would mean a 
1963 market for 110 million pounds of dishwasher 
detergents valued at over $35 million a year at retail. 


16C.6 Transitions in Soaps and Syndets. Foster D. 
Snell, Chemical & Engineering News, March 
11, 1957, pp- 106-10. [w.c.] 


The versatile household synthetic detergent 
“syndet,” which was consumed at twice the rate of 
soap in 1956, looks to still more fields to conquer. 

A household syndet contains about 25 percent 
active ingredient, about go to 50 percent phosphates, 
10 percent sodium silicate, and other ingredients. 

Total syndet sales in 1956 were about 2.3 billion 
pounds worth about $600 million in the United 
States. 

To grow as fast as they have, syndets in the U. S. 
must find new fields other than in powdered and 
laundry soap replacement: detergent bars, addition 
to animal feed and fertilizers, etc. 

Outside of the United States, syndets have a long 
way to go. They have over 66 percent of the soap, 
plus detergent market in the U. S. but only 15 per- 
cent of that market in the rest of the world. 


16C.7 Newest Target: Clothes. Chemical Week, 
March 28, 1957, pp- 44, 46. [w.c.] 

Fastidious Americans have been spending more 
than $330 million a year to eliminate personal odors. 
Included in this figure are: 

Million Dollars 


Dentifrices, mouth washes, gargles 194 
Underarm deodorants 75 
Deodorant soaps 60 
Systemic chlorophy! deodorants 3 
Foot powders 2 

Total 334 


Latest target for chemical producers are chemical 
products to protect clothes from odors. 

Clothes, by picking up perspiration and accom- 
panying odor-causing bacteria, develop odors about 
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as fast as the body itself. But, unlike the body, 
clothes cost money to wash or dry-clean and repeated 
treatments wear them out. 

Now, several new products to solve this problem 
are being market tested. 


16C.8 Changing Market for Waterless Cleaners. 
Chemical Week, February 2, 1957, Pp. 5°, 52, 
54. [W.c.] 

About 500 firms make waterless hand cleaners, of 
which 50 or 60 are well known, but no one has as 
much as 5 percent of the five to six million dollar 
market. About 20 percent is sold at retail; the rest 
is used industrially. 

Once truckers and motorists were the prime cus- 
tomers. Now factory sales are biggest, and printers 
are good customers, too, but for the future, sales to 
offices are the target. 

Recently the U. S. Public Health Service rated 
these products for the U. S. Air Force from the stand- 
point of cleaning ability and skin irritation. The 


@ four primary types of cleaners ranked in order of 


merit were: (1) those based on wetting agents in com- 
bination with mild solvents, (2) those made with 
aliphatic solvents, (3) those made with aromatic 
solvents, and (4) those made with alkali or ammonia. 


16C.9 The Biggest Car Market Yet. Gilbert Burck 
and Sanford S. Parker, Fortune, October 1956, 
Pp- 109-138eq. [W.T.K.] 

This report is the second in the new series, The 
Changing American Market. Most marketing men 
keep a close watch on the automobile market since, 
after housing, cars are the most important single 
purchase of the American consumer. The sales fig- 
ures for the industry indicate that 6.9 percent of the 
consumers’ cash income after taxes went into auto- 
mobile purchases in 1956. The authors predict that 
this proportion will rise in five years to 8 percent or 
$24 billion in current dollars. 

Earlier predictions by the industry of an average 
annual rate of 5 million units between 1950-1960 
were probably low; the 1953-56 annual average was 
6.2 million cars, and Fortune predicts an annual rate 
between 7 and 8 million units by 1961. 

This optimistic forecast is predicated upon the 
following factors: rise in the scrappage rate, increase 
in the number of teen-age persons reaching the legal 
driving age, and growth of the second-car market. 
The last factor has shown surprising growth. It has 
almost doubled within the last three years—s, percent 
of car-owning families had a second car in 1953, 9 
percent in 1956. 


17. MERCHANDISING 


17.1 Vending Machine Industry Nears $2 Billion 
Level. Advertising Age, December 10, 1956, p. 
2. [R.J.H.] 


The vending industry reports continued gains in 
both the number of machines in operation and the 


volume of sales and predicts that this upward trend 
will be even more marked in the future. Mr. John 
T. Pierson, President of the National Automatic 
Merchandising Association, told newspapermen at 
the Association’s 21st annual meeting early in De- 
cember that vending machine sales would amount 
to approximately $1.9 billion for 1956, an increase 
of $200 million over 1955, and forecast sales of $2.9 
billion by 1960. A total of 3,217,000 machines of all 
types were in use in 1956 and a total of 3,800,000 by 
1960 was predicted. 

Other news of the industry gathered at the meet- 
ing: 


(1) To meet criticism of machines vending instant- 
mix or prebrewed coffee, the industry is turn- 
ing its attention to machines offering freshly 
brewed coffee. 

(2) Outdoor machines have been introduced to 
sell grocery staples. 

(3) Automatic drive-in restaurants are in view. 


18. PRICES AND PRICE POLICIES 


18.1 Price Policy with a Branded Product. The Re- 
view of Economic Studies, 1956-1957 (Vol. 
XXIV (1), No. 63), pp. 49-60. [S.c.H.] 


This summarizes an intensive examination of 
pricing policy in a large, unidentified British manu- 
facturing firm. Depth interviews with pricing execu- 
tives suggested the predominance of “backward cost 
pricing,” a form of cost-plus pricing in which a con- 
ventional price line is used as the starting point 
from which a fixed margin is deducted to determine 
allowable expenses. However, analysis of accounting 
records showed great variation in margins, planned 
and realized, per item. Quite clearly “judgment pric- 
ing” was the rule in this firm. 


18.2 The Development of Theories of Retail Price 
Determination in England and the United 
States. Donald L. Shawver (Urbana: Univer- 
sity of Illinois Press, 1956), Illinois Studies in 
the Social Sciences, Vol. 39, $2.00, vii +- g6pp. 
[S.C.H.] 


Shawver, in this interesting study, analyzes the 
preachments of the clergy, the acts of the legisla- 
tures, and the writings of economists to determine 
the prevailing professional and lay theories of re- 
tail pricing in England and the U. S. from the Mid- 
dle Ages to the present. During the Middle Ages, 
the regulating authority attempted to force direct 
dealing between producer and consumer and in 
some ways tried to force active competition. Thus, 
for example, in some markets sellers were required 
to dispose of their wares before the close of the day's 
business and not allowed to hold merchandise for a 
better price the next day. However, regulated mo- 
nopoly was more common than enforced competi- 
tion. Retailers were regarded as unnecessary, and 
concepts of the “just price” played an important 
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role. Much of the medieval attitude was reproduced 
in colonial America. 

From the sixteenth century on, as society grew 
more complex, retailers and marketers in general re- 
ceived increasing recognition. The mercantilists 
sought to abolish speculation rather than distribu- 
tion itself. Eighteenth century writers such as Daniel 
Defoe saw competitive bargaining between consum- 
ers and merchants as the major retail price-setting 
device. Such economists as Adam Smith, J. B. Say, 
and Nassau Senior gave increasing acknowledgment 
to the social value of retailing. John Stuart Mill saw 
retail pricing as the product of custom while Cairnes 
offered a full fledged explanation of retail prices, 
paying considerable attention to the “sluggishness” 
of competition. 

In fact, as retailing changed, growing dissatisfac- 
tion with perfect competition theories developed. 
Imperfect competition theory, as presented by 
Chamberlin and Joan Robinson, provided a useful 
tool for retail price analysis in the hands of such 
writers as Henry Smith: “The forces resulting from 
the relative imperfection of retail costing and from 
the amateur status of the normal purchaser, result- 
ing in an imperfectly competitive retail market, de- 
termine the width of variation of retail margins 
from the [long run normal] average within each 
trade.” 

While modern retail theorists are somewhat neg- 
lected, much of the brief section on theories since 
1900 being devoted to resale price maintenance, the 
monograph provides a fascinating collection of quo- 
tations from the classicists and neoclassicists. Every 
retailing teacher should find it useful, and many 
merchants will find it interesting. 


18.3 Vitamin Makers Split on Prices. Chemical 
Week, February 9, 1957, pp- 75, 78, 80. [W.c.] 


Why are vitamin prices tumbling? Producers say 
they are being forced to cut prices because of im- 
ports. But importers say imports are small, and 
prices are being forced down by tough competition. 

In 1956, it is estimated that the value of vitamins 
sold was $90 million. Actually, low prices have 
opened new markets and have contributed to rapid 
increases in consumption. 

Total vitamin imports into the United States are 
only about 6 percent of U. S. domestic production. 
Most of the imports come from Japan and Germany. 

Domestic producers claim even these imports have 
forced prices down. For example, Vitamin B-1 has 
gone from $160 a kilo in 1952 to $60 in 1956; and 
ascorbic acid (Vitamin C) went from $25 a kilo in 
1952 to half that price in 1956. 


18.4 Prices in the Clothing Industry; Furniture for 
the Masses. N. Balkin and J. G. Morrell, re- 
spectively, Journal of Industrial Economics, 
November 1956, pp. i-15 and 24-9. [s.c.H.] 


The Journal of Industrial Economics prints from 
time to time statements by British businessmen de- 


scribing pricing techniques and other managerial 
practices used by their firms. Generalization from 
these isolated examples would seem dangerous, but 
they are interesting and provocative cases. In the 
above issue, Balkin describes how his firm prices 
overcoats and raincoats through the development of 
“costing prices,” using rather routine cost-account- 
ing techniques. Prices so developed are modified 
from time to time by market considerations, but the 
basic approach is definitely a “cost-plus” one. 
Morrell tells how his former employer, a furniture 
store catering to working-class customers, and its 
competitors were able to obtain premium prices be- 
cause of customer ignorance, confusing credit ar- 
rangements, and high sales pressure. Apparently the 
working-class customers were afraid or did not have 
the time, to shop lower priced stores catering to 
higher income consumers. Morrell expects television 
and other communications media to reduce this in- 
tense consumer class stratification. 


18.5 How Are Cartel Prices Determined? Bjarke Fog, 
Journal of Industrial Economics, November 
1956, pp. 16-23. [S.c.H.] 

Neoclassical economic theory would suggest that 
the members of a cartel, seeking to establish a uni- 
form selling price for a homogeneous product, would 
negotiate on the basis of the optimum points on their 
individual revenue curves. Fog reports, on the basis 
of an investigation of Danish cartels (completely 
legal institutions in that country), that differences in 
proposed prices were not due to differences in short- 
run marginal considerations but rather were at- 
tributable to long-run policy differences. Some com- 
panies had more circumspect long-run views than 
others; some members seemed to feel deeper obliga- 
tions than did others to honor standing commitments 
and to adhere to the cartel agreement. 

“The cartel negotiations . . . have been character- 
ized by reciprocal suspicion and distrust, not only as 
to what would be the optimum level for the others, 
but also regarding their motives and sincerity. Each 
participant seemed to concentrate on gaining ad- 
vantages at the cost of the others . . . only paying 
slight attention to anything like maximizing joint 
profits.” 

No information is given on Fog’s methodology. 


19. RELATED SUBJECT MATTER FIELDS 


19.1 The Logical Animal. Stuart Chase, The Journal 
of Communication, Autumn 1956, pp. 95-102. 
[w.L.] 


“This article is Chapter One of Mr. Chase’s book, 
Guide to Straight Thinking, to be published . . . in 
September.” It presents a discussion of the meaning 
of logic or reasoning and distinguishes between seven 
different kinds of reason, namely: 


1. Common sense 
2. Formal logic 
3. Mathematics 
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4- The logic of modern science 

5. Legal procedure 

6. Winning arguments, votes, and customers 
7. All-out propaganda. 


20. RESEARCH AND RESEARCH TECHNIQUES 


20.1 Administration of Research in a Research Cor- 
poration. John L. Kennedy and G. H. Putt, 
Administrative Science Quarterly, December 
1956, pp. 326-39. [W.L.] 

Specialization in research has resulted in the 
organization of the research corporation composed of 
interdisciplinary research teams. Since each re- 
searcher views a given problem in terms of his own 
discipline, the attempt to integrate disciplines raises 
administrative difficulties. These administrative limi- 
tations may best be met by using a procedure that 
will (a) provide a framework within which adminis- 
trators and specialists may plan and (b) provide a 
framework for communication. 

In order to establish a common vocabulary, define 
a set of goals, and improve communications, a con- 
textual map depicting time on the ordinate and 
subject variables on the abscissa was found to be 
useful. The utility of the map is illustrated by ex- 
plaining its employment in a research project con- 
cerning a Peruvian cultural change. The authors 
found the contextual map useful in integrating 
researchers in anthropology, economics, political 
science, and psychology into a productive team. 


20.2 Marketing—Last Frontier of Scientific Manage- 
ment. Charles W. Smith, Advanced Manage- 
ment, June 1956, pp. 9-12. [J.M.R.] 


Deals realistically with the application of market- 
ing research techniques in the field of small business. 
The author recognizes the pragmatic approach of 
the typical small entrepreneur, the pressure of mani- 
fold activities, and his lack of knowledge of market 
information sources. However, given a facts-first 
philosophy on the part of the small businessman and 
a recognition that volume and profit opportunities 
can be disclosed through marketing research tech- 
niques, scientific management in marketing is pos- 
sible in small-scale organizations. Various internal 
records, census and trade association reports, trade 
publication data, mailing list companies, and credit- 
reporting services are cited. 


20.3 Motivation Research—What’s in It for You? 
Lydia Strong, Dun’s Review and Modern In- 
dustry, February 1957, pp. 52ff. [R.L.c.] 


Here is a first-hand report of how manufacturers 
in many fields have turned to the controversial tech- 
niques of motivation research for help in reaching 
their sales objectives. Today MR researchers are 
probing the subconscious emotions of even the hard- 
headed industrial purchasing agent. But the author 
warns that MR is a marketing tool which must be 
used with caution and discrimination. 


20.4 Stamp Saving Led 24 Percent of Housewives to 
Switch Stores. Advertising Age, November 26, 
1956, p. 2. [R.J.H.] 

According to a study released in late November by 
Batten, Barton, Durstine and Osborn, conducted 
among members of their Onondaga Consumer Re- 
search Panel in central New York State, 80 percent 
of the housewives covered report that they save trad- 
ing stamps or some other premium credits and 59 
percent state that their husbands save also. The per- 
centage of those who save drops as both age group 
and income bracket rise. It is of interest to note that, 
of the women who save, 24 percent have changed 
stores because of the inducement offered by stamps. 
Of the savers, 80 percent have followed the practice 
for more than one year and, of these, 36 percent have 
done so for from one to three years. It would appear 
that the most popular period of time for keeping 
stamps before redeeming them is six months. Only 
2 percent of those who redeemed credits were dis- 
satisfied with gifts received. Most women obtain 
their stamps from food stores and gasoline stations. 

Housewives who do not save give the following 
reasons for not doing so: (1) 42 percent report that 
stamps are not offered at stores where they shop; 
(2) 14 percent object to the trouble involved; (3) 13 
percent feel that too many stamps must be acquired 
to obtain a worthwhile prize; and (4) 12 percent dis- 
approve of the practice on the grounds that it raises 
prices. 


20.5 Some Social Factors Related to Performance in 
a Research Organization. Donald C. Pelz, Ad- 
ministrative Science Quarterly, December 
1956, pp- $10-25. [W.L.] 

This article examines the effects of social environ- 
ment on the research scientist's individual perform- 
ance as evaluated by his peers. While the study was 
conducted in a large government organization con- 
ducting basic medical research, the findings should 
be of value to other research organizations. 

Attempts were made to measure (1) the perform- 
ance of scientists under variable contact conditions 
of other scientists and (2) the effectiveness of super- 
visory variables ranging from those of strict super- 
vision to those of autonomy. 

It is concluded that close association with other 
researchers who represent a variety of disciplines 
improves research performance and that supervision 
which is of a stimulatory nature and is combined 
with autonomy of action is the most effective. 


20.6 Teamwork and Creativity in Research. George 
P. Bush and Lowell H. Hattery, Administra- 
tive Science Quarterly, Decemuer 1956, pp. 
361-72. [W.L.] 


The hypothesis that the coordination of individual 
efforts into a favorable team attitude is more im- 
portant than the individual scientist’s basic training 
is developed. Attention is focused on the intimate 
and direct relationship between team harmony and 
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the creative process. The authors recommend that 
further investigation into research administration 
be made, that training for all levels of research ad- 
ministration be undertaken, and that improved com- 
munication in research be developed. 


20.7 Corn Sales Jump with Multi-Packs. Super Mar- 
ket Merchandising, November 1956, p. go. 
[W.L.] 


The National Canners Association in cooperation 
with American Stores Co. of Philadelphia is under- 
taking research to discover whether multiple packag- 
ing has an effect on the sale of canned items. The 
subject of this report is canned corn. Other tests are 
being conducted on evaporated milk, applesauce, 
tuna, soup, and cranberry sauce. 

The sales test described was conducted in eight 
Acme supermarkets over an eight-week period start- 
ing early in January 1956. Included were all brands 
and styles of both golden and white canned corn in 
no. 303 cans (this size can accounts for 55-60 percent 
of ali canned corn sales). 

The tentative conclusions reached from this study 
are: 


1. Multipacks are no replacement for single cans 
—both should be on the shelves. 

. Displays utilizing three-pack units plus single 
cans and six-pack units plus single cans realized 
higher sales than the displays utilizing single 
cans alone. 

g. Multipacks are probably the cause of the in- 
creased sale of canned corn in the experimental 
outlets. 

4. The most consistent gains were realized by dis- 
plays containing both the three-pack unit 
and single cans. 

5- Different brands of corn showed different re- 
sults. For some brands multipacks showed sales 
gains and for others it had no effect. 


1 


20.8 An Experiment on Question and Response 
Bias. J. Stacy Adams, Public Opinion Quar- 
terly, Fall 1956, pp. 593-98. [W.T-K.] 


The author set out to test the hypothesis postu- 
lated by Cantril, Roslow, Wulfeck, Corby, Rugg, and 
others that respondents tend to inhibit the expres- 
sion of strongly unfavorable responses. Adams 
designed an experiment in Winston-Salem to de- 
termine whether differences in wording a question 
(strongly worded versus less strongly or positively 
stated) would bias the result. He found that the 
results did not support the original hypothesis. 
Rather, he concluded, bias resulted from socially 
conflicted objects of study, from “loaded” response 
alternatives, and from respondents’ attempts to give 
the expected answers. 


20.9 A Method for Measuring Error Due to Vari- 
ance Among Interviewers. Raymond Franzen 
and Robert Williams, The Public Opinion 
Quarterly, Fall 1956, pp. 587-92. [W.T.k.] 

In an article of interest to marketing research 
workers, the authors describe and illustrate two 
statistical techniques for measuring interviewer and 
question objectivity. The first approach is that of 
measuring whether the variance among the averages 
of the subgroup for a given characteristic is what 
would be expected if these subgroups were chosen 
at random from the total population. The second 
method is to set up an analysis of variance table so 
that the contribution to variance of the subgroup- 
ings and of the differences within the subgroups may 
be compared. Two useful cases are given in which 
interview variance is measured: one, a frozen food 
store interviewing case; the other, a readership test 
done in Wisconsin. 

The report concludes with some suggestions for 
achieving a more professional approach to objective 
questioning. 


20.10 The Importance of Sample Survey Statistics 
for Economic Research. Guy H. Orcutt, Mich- 
igan Business Review, January 1957, pp. 5-9. 
[R.L.c.] 


The author states that the systematic collection of 
data from populations or samples of populations 
through the use of personal interviews or other data- 
collection devices has been carried out on a large 
scale over a period of several years by both govern- 
mental and private groups. Most such surveys have 
been conducted to obtain data needed for adminis- 
trative purposes or for market research. Also, several 
economic researchers have used such data in more 
basic economic research, but we have yet to achieve a 
really effective linkage between this highly im- 
portant new tool and a substantial number of eco- 
nomic researchers. In this paper, Professor Orcutt 
tries to promote a more effective linkage by showing 
the great importance of sample survey statistics for 
economic research. 


20.11 How to Get Higher Returns from Your Mail 
Surveys. Paul L. Erdos, Printers’ Ink, Febru- 
ary 22, 1957, pp. 30-31, March 1, 1957, pp. 56- 
Goff. [E.J.K.] 

The following twelve points should be considered 
in conducting mail surveys to insure satisfactory 
response rate from any given universe: (1) Prestige of 
organization doing survey; (2) interest respondents 
have in subject; (3) the questionnaire should be easy 
to read; (4) the questionnaire should not be too long; 
(5) the letter and questionnaire should be convinc- 
ing as to the importance of the respondent or the 
survey; (6) the letter should be very short; (7) the 
letter should read and look like a personal letter; (8) 
the letter should tell why the survey will benefit the 
recipient; (g) the letter should assure the respondent 
of anonymity; (10) a report should be offered to re- 
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pliers; (11) the reply envelope should be stamped and 
processed; (12) air mail postage is often helpful to 
add a note of urgency. 

If, after all precautions are taken on the above 
twelve points, it appears the necessary high returns 
will not be forthcoming, then other mail survey 
techniques should be considered. Postcards—used 
before or after the mailing, multiple mailings, tele- 
grams, panels, and premiums comprise the battery 
discussed by Erdos in his article. Also included is a 
discussion on choosing a premium and avoiding 
premium bias, 

The widespread acceptance by researchers of most 
of the points covered in the article is one reason why 
today responses of 50 percent to 85 percent to mail 
surveys are not uncommon. A measure of the pro- 
gress of marketing research is that just a generation 
ago, 10 to 15 percent return of a mail survey was 
considered acceptable. 


20.12 Electronic Univac Speeds Readership Re- 
search. Russ Carpenter, Printers’ Ink, Feb- 
ruary 22, 1957, p. 26. [E.J.K.] 


Automatic Control magazine has been using Uni- 
vac for readership research since September 1956 and 
is continuing with its use for at least the first quarter 
of 1957. This article, reporting their experience with 
Univac, is of interest because of the strong prob- 
ability that this type of research tool will be more 
widely used in the future. The operating costs of 
Univac amount to $350 an hour, but a reasonably 
comprehensive report can be tabulated and printed 
in 30 minutes after the programming tape has been 
made. Experience gathered in the Automatic Control 
surveys means that the programming costs of other 
surveys can be reduced from the present high level. 


21. RETAILING 


21.1 The Future of Small Retailing—Will It Sur- 
vive? E. H. Gault, Michigan Business Review, 
pp- 6-10. [W.L.] 


“The subject of this article is the future survival 
of small retailing and not the future survival of pres- 
ent small retail stores.” Among the questions investi- 
gated are: (1) What is the future of present small 
retail stores? (2) What is the future of new small 
retail stores? (¢) Will small retailing survive? 

The definition offered of a small retail business is 
that of a retailer who because of smallness is “unable 
to use effectively the retail method of inventory 
control or other effective control devices; neither can 
he employ certain sales promotion devices available 
to larger competitors, especially newspaper advertis- 
ing; nor can he have any appreciable specialization 
in management.” 

An analysis of the retail census figures for 1948 and 
1954 reveals the principle fact bearing on the future 
of small business. Even though 141,000 out of 845,- 
oo0 small food establishments and eating places 
went out of business in six years (1948-1954), at least 


97,000 retailers in other lines were opened and were 
operating in 1954. Hence, “the future of many an 
individual small retailer is dim; the future of the 
economic institution, small retailing, is bright.” 

To survive, small businesses must adapt to chang- 
ing conditions. The failure of a small business that 
does not change provides new opportunities for 
small businesses willing to adapt to changing con- 
ditions. Thus, failure of small retailers does not 
mean failure for small retailing. 


21.2 Retail Distribution Via Public Warehousing. 
John H. Frederick, Distribution Age, Decem- 
ber 1956, p. 31. [W.L.] 


Public warehousing as a useful tool in integrating 
physical and financial distribution costs, thereby re- 
sulting in fast and efficient marketing, is discussed. 
The advantages claimed for the use of public ware- 
housing are: 


1. Markets may be serviced quickly. 

2. Dealers are assured of adequate stocks of goods 
within reach. 

3. The need for consignment selling is reduced. 

4. The necessity for large open accounts by dealers 
is reduced. 

5. Better control over sales figures and by manu- 
facturers is possible. 

6. Shipments can be made in carload or truckload 
lots. 


21.3 Inventory Management pf Slow Moving Parts. 
A. C. Heyvaert and A. Hurst, The Journal of 
the Operations Research Society of America, 
August 1956, pp. 460-67 [w.L.] 


This is a mathematical treatise which develops a 
model for determining optimum stock levels on the 
assumption that the customer’s demand function 
follows Poisson’s law. Factors used in the model are 
a combination of customer satisfaction and restricted 
cost criteria, both of which are subject to the profit 
criterion in the final analysis. 


21.4 Variety in Retailing. William J. Baumo] and 
Edward A. Ide, Management Science, October 
1956, pp. 93-101. [W.L.] 

This article concerns the application of operations 
research to determine a mathematical model which 
will solve the problem of selecting the optimum 
variety in retailing. An attempt is made to analyze 
the number of items to be stocked by a retailer in 
relation to his sales, costs, and maximum profits. 

The variety of items carried by a retailer governs 
the probability of a shopper having a successful 
shopping trip (finding all the items she has set out 
to buy). This probability—when weighed against a 
number of costs such as traveling costs to the store, 
traveling costs within the store, opportunity costs, 
and time-shopping costs—will determine whether or 
not a shopper visits a given store. For every value of 
N items stocked by a store, there will be a maximum 
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consumer distance beyond which it will not pay the 
consumer to purchase from that establishment. By 
computing the number of potential customers on the 
basis of the population in an effective selling area, 
the retailer is able to calculate his potential sales. 

The fact that a retailer’s costs are affected by the 
variety of items handled is considered, and the 
effects of inventory costs and handling cost variations 
are included in the model. The authors emphasize 
that the model developed is a preliminary one 
which is subject to the modifications directed by 
empirical observations. 


21.5 The Branch Store Supervisor—A New Training 
Field. T. D. Ellsworth and Jeanne S. Hul- 
quist, Journal of Retailing, Winter 1956-57, 
pp. 157-65. [S.c.H.] 

Department and departmentized specialty stores 
with sales volumes over $20 million a year report 
that first-line supervisors in branch stores are being 
given somewhat different training from that offered 
to main-store supervisors. The wider over-all respon- 
sibility (often for five or more departments) given the 
branch-store people accounts for much of the differ- 
ence in training. 

In spite of cost problems, the general tendency is 
toward both intensified and lengthened training, 
with probably increased attention on the use of 
various training techniques such as role playing, pro- 
cedures manuals, and seminars. 


21.6 The Local Nature of Chain-Store Operations. 
Jules Backman, Journal of Retailing, Winter 
1956-57, Pp. 175-84. [S.C.H.] 

Dr. Backman quotes from policy statements made 
by such organizations as J. C. Penney, Allied Stores, 
Federated Department Stores, and F. W. Woolworth 
to show that local conditions shape the merchandise 
offered, the prices charged, the wages paid, and the 
operating responsibilities of managerial personnel 
in each selling unit of a chain organization. The im- 
plications for the application of minimum-wage 
legislation to chain-store retailing, although not 
stated, are obvious. 


21.7 Buzzer Spots Bad TV Tubes. Super Market 
Merchandising, November 1956, p. go. [W.L.] 
A new machine, the “U-Test-M,” turns television 
tube testing into a simple do-it-yourself job. The 
machine, which has been successfully installed in 
supermarkets and other retail outlets—in addition to 
testing tubes—can stock more than 800 nationally 
advertised tubes for replacement. Shorts in tubes are 
indicated by a buzzer sound, a meter measures the 
degree of weakness of each tube, and the customer 
has the convenience of self-service. 


21.8 The Meaning of Color. Louis Cheskin, Super 
Market Merchandising, November 1956, p. 

70. [W.L.] 
“Color effect is on an unconscious level. People are 
not aware that they are affected by color or how they 


are affected by specific colors.” Color experiments 
show that each specific color has a psychological effect 
on an individual’s emotions. 

Blues and tints, shades, and tones of blue produce 
an effect of coolness, distance, and airiness. Some 
blues are sedative while others are depressing. 

Red and its derivative colors produce a feeling of 
warmth, nearness, and intimacy. Certain reds are 
stimulating; yet, others are irritating. 

The great visibility and attention-getting power is 
attributed to yellows. Most yellows rate low in pref- 
erence; some cause fatigue and eye-strain; yet, they 
rate high in memory retention. 

Tests reveal that some colors are associated sub- 
consciously with high quality and others are asso- 
ciated with low quality; some produce pleasant as- 
sociations and others produce unpleasant ones. 
Moreover, the appeal of some colors can be increased 
by changing the hues, deepening the color, or alter- 
ing the color combinations. 

“Marketing tests have shown that changing the 
colors of a package to those with high preferences 
and high memory retention (without changing the 
design) has resulted in great increases in sales.” By 
putting high preference colors on articles for the 
home, sales have been increased substantially. There- 
fore when used in large doses such as on walls, 
counters, and floors, color affects sales. “Color is like 
a magnet—it can attract or repel. Use the right colors 
and you'll encourage the customers to stay in your 
stores longer and buy more items.” 


21.9 The Spectacular Rise of E. J. Korvette. For- 
tune, October 1956, pp. 122-24 seq. [W.T.K.] 


This is another in the growing number of articles 
analyzing discount-house operations. Owner Eugene 
Ferkauf, 36-year-old Chairman, has seven stores in 
Metropolitan New York and is rapidly expanding; 
ten stores are being opened in shopping centers from 
Massachusetts to Pennsylvania. Korvette still believes 
in traditional discount operation—no free delivery, 
no credit, no time-payment plans, little clerk service, 
and cluttered layout and displays. As a result, Kor- 
vette operates on a low gross margin (20 percent com- 
pared with about 36 percent for department stores) 
and high stock turns (nine to twelve a year versus 
four to five times for department stores). 

The appeal of cut prices apparently is still strong 
even at this time ef unprecedented prosperity. It 
has pushed Korvette’s volume to $70 million a year, 
and Mr. Ferkauf predicts sales of $200 million by 
1958. 


23. SALES MANAGEMENT (including Salesman- 
ship) 


23.1 Training Future Sales Leaders. Philip Gustaf- 
son, Nation’s Business, April 1957, pp. 78fE. 
[R.L.C.] 


This article is concerned with the first-line sales 
supervisor. It points out that today’s far-flung sales 
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forces face new problems in relating company inter- 
est to consumer interest. They have greater need for 
expert decisions that ever before, and, in today’s 
tougher competition, they need these decisions 
quickly. This means decision making in the field by 
the district manager. Attention is directed to (1) the 
job, (2) the man, and (g) the training that matches 
one to the other. This article is significant in that it 
brings together facts and opinions from many sources 
and emphasizes the need for greater attention to this 
area for effective results. 


23.2 How to Sell to the Mail Order Seller. Chemical 
Week, January 26, 1957, pp- 52, 54- [W-C.] 

Specialty products can achieve good mail-order 
sales if manufacturers know how to sell the mail- 
order seller. Mail-order sellers don’t like products 
which are too bulky, too expensive, hard to reorder, 
or which are sold in other retail outlets. 

Most mail-order firms prefer to be contacted by 
mail themselves by manufacturers offering suitable 
products. The ideal presentation should include a 
sample, an in-use photograph of the product, full 
product literature, and a short description for cata- 
log use. 


23.3 Parties and Peddlers Bring Home the Sales. 
Chemical Week, February 16, 1957, pp. 58, 60, 
64ff. [w.c.] 

Door-to-door and house-party direct sales are be- 
coming an increasingly important part of chemical 
specialty merchandising. 

In the house party, silly games and gifts draw 
women into the buying spirit and make them feel 
obligated. The company sales representative delivers 
a memorized, soft-selling pitch and demonstrates 
about twenty items. Catalogs allow women to select 
other items in the line not demonstrated. Orders are 
written by customers, who must return to pick up 
the goods. A premium, valued according to sales at 
the house party, is given to the hostess. 

The largest door-to-door sales organization is very 
possibly the largest cosmetic firm, equaled possibly 
only by another cosmetic company selling through 
regular retail outlets, with both having sales of over 
$80 million a year. 

The largest house-party sales organization grosses 
almost $60 million a year, with two thirds of their 
sales in toiletries and household specialties such as 
polishes and cleaners. 


23.4 Too Much Backdoor Selling? Chemical Week, 
March 9, 1957, pp. 126, 127. [w.c.] 


How often do chemical industry salesmen deliber- 
ately bypass the purchasing agent? About 47 percent 
of salesmen see the purchasing agent on 95 percent 
or more of their calls, but about 20 percent bypass 
the purchasing agent 25 percent or more of the time. 

About go percent of salesmen think the purchasing 
agent has insufficient knowledge of needs or lacks 
background to discuss them. Also 28 percent of 


salesmen feel the purchasing agent lacks authority 
and that someone else makes decisions. 


23.5 Use of Sales Quotas by Manufacturers. Donald 
R. Herzog, Advanced Management, Septem- 
ber 1956. pp. 23-26. [J.M.R.] 


This survey of sales quotas is distinctive for two 
reasons. First, while recognizing the quota as an 
objective, goal, or incentive, the author stresses the 
contribution of the sales-quota technique to the 
solution of other marketing management problems: 
job evaluation for saies personnel, sales manpowear 
requirements, product line and small order costs— 
among others. Second, Mr. Herzog illustrates what 
appears to be a most useful management aid: a 
scatter diagram on which are plotted percentage of 
sales-quota attainment (horizontal) and percentage 
of sales operating expense budget (vertical), territory 
by territory. Weak territories are pin-pointed for 
detailed analysis. 


23.6 Of Time and the Salesman. Thomas Kenny, 
Dun’s Review and Modern Industry, March 
1957, pp- 46-48. [R.L.c.] 

A Dun’s Review and Modern Industry survey of a 
selected group of thirty companies revealed that 
nine out of ten are getting more selling time—that is, 
more sales calls—out of a salesman’s day than they 
were five years ago. Some of the ways by which this 
has been accomplished include: 


Revamping sales territories 

Relieving the salesman of nonselling functions 
Reduction of the paperwork load 

Improving planning of sales calls 

Having more selling done by phone 

Having closer field supervision 

Improving the use of waiting time 

Running time studies on salesmen 

Continuation of sales training 

Creation of a time sensitivity in salesmen 


The article concludes with the observation that 
the most effective supervision is that which aids, 
guides, and inspires but does not attempt to control 
the indivualistic specimen, the American salesman. 


23.7 Update Your Salesmen’s Territories. Industrial 
Distribution, January 1957, pp. 106-9. [W.T.K.] 


A practical article of interest to sales executives on 
how to lay out sales territories so as to minimize 
common weaknesses such as excessive travel time, 
high selling expense, high spotting, etc. 


24. SALES AND ECONOMIC FORECASTS 


24.1 Business Will Continue Spending on New 
Plants, Equipment. Industrial Distribution, 
January 1957, pp. 82-85. [W.T-K.] 


The annual McGraw-Hill survey of investment 


plans by industry has come up with some bullish 
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estimates for 1957 and 1958. The survey looks for an 
increase of 11 percent over 1956. The expected in- 
crease is greatest for electric and gas utilities (25 
percent), followed by manufacturing (14 percent), 
mining (g percent), and petroleum and railroads (8 
percent). Commercial establishments are the most 
conservative (3-percent increase). All of the planned 
expenditures add up to $40.2 billion for 1957. 

If the survey is accurate, it is obvious that entre- 
preneurial planning has not been deterred at all by 
prospects of a tight money market. The planners 
must feel that the money will materialize from some 
place, or are they betting on continued price infla- 
tion? 


24.2 Further Economic Expansion in 1956. Federal 
Reserve Bulletin, January 1957, pp. 1-8. 
[W.T.K.] 


Despite certain soft spots (automobiles and home 
construction), 1956 was a prosperous year. Gross na- 
tional product was $412 billion, 5.5 percent ($22 
billion) greater than 1955. Higher prices accounted 
for about one half of the increase so that the increase 
in physical productivity would seem to be around 2.7 
percent. The latter rate of increase, according to 
several studies, represents the typical secular rate of 
growth of the United States economy in modern 
times. 

The strongest force supporting the boom in 1956 
was business expenditures for planet and equipment. 
This 20-percent increase over 1955 just about offset 
the decline in expenditures for automobiles and 
homes. Steady growth in disposable income in 1956 
brought increases in the demand for most goods and 
services, but some of the increase went into personal 
savings: these totaled $21 billion compared with 
$16.5 billion in 1955. This brought the rate of per- 
sonal savings to more than 7 percent of disposable 
income. At the same time, the rate of debt acquisi- 
tion was about one half of the 1955 rate. Thus, for 
the first time since 1955, consumers’ net acquisition 
of assets was larger than the increase in their debts. 


24.3 Another Big Decade for Capital Goods. Gilbert 
Burch and Sanford S. Parker, Fortune, De- 
cember 1957, pp. 101-5seq. [W.T.K.] 


In this third and last of the new Changing Ameri- 
can Market Series, Fortune looks at the market for 
capital goods and finds it good. Once erratic, the 
capital goods market has enjoyed ten years of sus- 
tained prosperity. It has accounted for about 10 per- 
cent of the gross national product during these years. 
In line with its general prediction of prosperity for 
the coming decade, Fortune projects a $62 billion 
capital goods market by 1965. 


24.4 Spotlight on Manpower. Chemical Week, Feb- 
ruary 16, 1957, pp. 52, 54. [W.C.] 

A newly completed survey shows that despite high 

demand for industrial salesmen, 47 percent of com- 

panies will not hire trainees over 45 years old. About 


62 percent of companies insist industrial salesmen be 
college graduates. 


26. STATISTICAL DATA (including Sources, 
Types, Revisions, and New Series) 


26.1 Retail Drug Trade—Yearly Report of Income 
and Expenses. Lilly Digest (Indianapolis: Re- 
search Department, Eli Lilly and Co., Inc.). 
[M.M.S.] 


The 1955 edition summarized the income and ex- 
pense statements of 2,020 retail drug stores. The 
average sales per store in 1955 was $102,842 as com- 
pared to $101,881 in 1954. The cost of goods sold was 
66.2 percent of sales. Gross profit averaged 33.8 per- 
cent of sales, Net profit was 5.6 percent up from 5.1 
percent of sales in 1954. The average prescription 
price was $2.46. Prescription revenue represented 
27.3 percent of total store sales. 


26.2 The Broadcasting Industry. Advertising Age, 
December 10, 1956, p. 53. [R.J-H.] 


Advertising Age once again presents its annual 
survey of the broadcasting industry and also reviews 
the events and changes of the past year. There is 
much well-organized material of use to the advertiser 
and agency people—not amenable to neat summari- 
zation but a reference source to be aware of. 


26.3 Pharmaceutical Preparation Industry; 1954 
Census of Manufacturers Series MC-28-3.1. 
(Washington, D. C.: Bureau of Census.) 
[M.M.S.] 


The Census Bureau’s report on the 1954 sales vol- 
ume of the U.S. drug industry (at manufacturers’ 
prices) showed that total sales were $1.664 billion in 
1954 as compared to $923.4 million in 1947, an 8o.2- 
percent increase. In 1954, ethical pharmaceutical 
sales were $1.137 billion, up from $526 million in 
1947, a 116-percent increase. Proprietary drug sales 
were $402.8 million, up from $328.6 million in 1947, 
a 23-percent increase. 

Among the most significant 1954 market figures on 
pharmaceutical products were: 


Antibiotics total market (human use) $252.9 mil- 
lion, up from $81.8 million in 1947. 

Veterinarian drug market (nonbiological) $85.8 
million, up from $30.4 million in 1947. 
Corticosteroids market $47.1 million (currently at 
$75 million). 


28. TEACHING OF MARKETING 
28.1 Training Managers by the Case Method. Scott 
Nicholson, Management Record, April 1956, 
pp. 118-2o0ff. The Case (or Bootstrap) Method. 
Alvin Brown, Advanced Management, July 
1956, pp. 11-13. [J-M.R.] 
Academic members of the Association and all 


others having a responsibility for training will find 
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these two papers interesting, provocative, and useful. 
Mr. Nicholson cites the advantages and limitations 
of the case method in general and then analyzes 
four submethods: (1) the Harvard approach, (2) the 
incident process, (3) the abbreviated case, and (4) the 
recorded or “canned” case. In each instance, advan- 
tages and disadvantages are listed and situations 
favoring the particular method are noted. 

Mr. Brown’s paper is not a critique of the first 
article; however, he does use it as the basis for a 
rather direct condemnation of the theory that prin- 
ciples are to be sought in cases. He does not object 
to the use of cases after exposition. He distinguishes 
between students who wish to increase the store of 
knowledge and those who wish to acquire knowl- 
edge. For the former, cases are the raw material; for 
the latter, the accumulated knowledge will suffice. 
A notable omission in Mr. Brown’s criticism is his 
failure to consider the use of cases as a method for 
developing managerial skills. The transmission of 
knowledge is not the fundamental objective of the 
case method. 


29. THEORY OF MARKETING (including Com- 
petition) 
29.1 Input-Output Coefficients as Measures of Prod- 
uct Quality. Hans Brems, The American Eco- 
nomic Review, March 1957, pp. 105-18. [8.C.H.] 


In this interesting article, Brems seeks to develop 
a marginalist model that will answer the question: 
What adjustments in product quality [as contrasted 
with price or selling effort] are required to maxi- 
mize profits in a given situation? The central prob- 
lem of quantifying qualitative changes is attacked 
through the use of Leontief’s input-output coeffi- 
cients, with changes in input for a given output 
being treated as indicators of quality changes. As 
Brems points out, the model is subject to many limi- 
tations—ignoring problems of retaliation by rivals, 
variations in motivation away from profit maxi- 
mization, indivisibilities of input, and dynamic con- 
siderations. Nevertheless, it does offer a framework 
for quantified empirical research. 


29.2 Antitrust and the Classic Model. Shorey Peter- 
son, The American Economic Review, March 
1957, pp- 60-78. [S.c.H.] 

The popular supposition is that “modern” econo- 
mists—such as Arthur R. Burns, Galbraith, Schum- 
peter, and A. A. Berle—following Chamberlin’s lead, 
have completely revolutionized the concepts of com- 
petition held by such “classicists” as Alfred Marshall 
and J. B. Clark. Peterson insists that these classicists 
were aware of the realities of the marketplace, in- 
cluding the facts of commercial and managerial or- 
ganization, and that they gave such considerations 
important place in their writings. 


29.3 An Eclectic Approach to the Pure Theory of 
Consumer Behavior. Harvey M. Wagner, 
Econometrica, October 1956, pp. 451-66. [E.J.K.] 


The author advances a framework for a static 
theory of consumer behavior which permits an anal- 
ysis of the consumer’s subjective viewpoint as to his 
market actions. The proposed theory considers the 
economist’s position as an observer of the con- 
sumer’s market behavior. The article treats the n- 
commodity case. Demand theorems are proved 
through a generalized revealed preference approach 
and the use of convex set theory in Euclidean n- 
space. A useful 22-item bibliography is included. 


31. TRANSPORTATION 


31.1 The Great U.S. Freight Cartel. Gilbert Burck, 
Fortune, January 1957, pp. 102-5seq. [W.T.K.] 


In a strong attack on the Interstate Commerce 
Commission and government transportation policy, 
the author argues that we have a state-operated 
cartel that subsidizes competition and forces the 
nation to pay billions of dollars more than necessary 
for the transportation function. This is because, 
the article alleges, the railroads are often prohibited 
by the ICC from setting truly competitive rates. 
Data are offered to show that on the basis of ton- 
miles per employee, railroads are about five times 
as efficient as are the motor carriers. ICC policy, it is 
said—based on obsolete concepts of “fair share” be- 
tween the different types of carriers—has discrimi- 
nated against the rail carriers in favor of their com- 
petitors, especially the trucking concerns. 

Whatever the merits of the argument may be, it 
seems to this reviewer that measuring relative effi- 
ciency between carrier types on the basis of ton- 
miles per employee is using a poor yardstick indeed. 
It ignores the greater need of the railroads for rev- 
enue to cover much greater capital investment, 
taxes, and overhead costs than required by the 
trucking industry. In attacking the fair-return doc- 
trine, Mr. Burck is attacking one of the keystones 
of public utility regulation; that is, if you are going 
to regulate an industry's prices and devote its facili- 
ties to the public interest, you have to insure a fair 
return on its capital or confront its owners with 
expropriation. 

A great deal more will probably be heard on the 
transportation question in the near future and 
rightly so. It is about time a serious look was taken 
at our whole national transportation policy. If there 
has been discrimination between the different types 
of carriers resulting in costly and inefficient service to 
the public, the question should be fully investigated. 


31.2 Storm Signals for Shippers. Chemical Week, 
January 5, 1957, pp- 56, 57- [W.c.] 
Ocean freight rates which have gone up very 
slowly in the last few years may jump as much as 
40 percent early in 1957. Half of this increase is 
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probably due to bypassing Suez; the other half is 
probably a permanent rise to cover increasing costs. 
However, some relief may come as a result of a re- 
cent Washington, D. C., District Court decision that 
dual rates established by agreement among freight 
conference line operators are an illegal “form of 
discrimination.” 


32. WHOLESALING 


$2.1 Don’t Move Until You Answer These Ques- 
tions. Industrial Distribution, January 1957, 
PP- 95-97- [W.T-K.] 

This article discusses the hazards of moving a 
wholesale establishment and provides a checklist 
of points into which to research before making a 
firm decision. 


33. UNCLASSIFIED 


33.1 Marketing Research Completed at Universities 
and Colleges, Jume 1955-September 1956. 
(Compiled by Robert H. Cole.) 


All of the universities and colleges having staff 
members belonging to the American Marketing 
Association were asked to report marketing research 
completed at their institutions. The following data 
were reported. Copies of the research work were re- 
quested but were not always received. Editing of 
the responses has been difficult, simply because of 
the inability of the compiler to determine at long 
range exactly which items were clearly market re- 
search and which were not. In cases of doubt, list- 
ings were omitted as a general rule. 

The following information is given whenever pos- 
sible: author, title of publication, date of publica- 
tion, where obtainable, and price. In some instances, 
some of these items were not supplied. 


ARKANSAS, UNIVERSITY OF 
James, Daniel J.; Where Arkansas Manufacturers 
Buy Raw Materials, Fabricated Parts, Containers, 


Supplies; May 1956; Industrial Research Center, 
Little Rock; free. 


CHICAGO, UNIVERSITY OF 

Schweiger, Irving; “Forecasting Short-Term Con- 
sumer Demand from Consumer Anticipations” in 
The Journal of Business; XXIX (1956); Univer- 
sity of Chicago Press. 


FLORIDA, UNIVERSITY OF 

Osterbind, Carter C., and Jones, Elise; Florida’s 
Commercial Fisheries—Markets, Operations and 
Outlook; 1955; Bureau of Economic and Business 
Research; $3.00. 

HAWAII, UNIVERSITY OF 


Scott, Frank S., Jr.; Frozen Passion Fruit Juice; De- 
cember 1955; Hawaii Agricultural Experiment 
Station; free. 


ILLINOIS, UNIVERSITY OF 


Cole, Robert H. (editor); Consumer Behavior and 
Motivation; February 1956; Bureau of Economic 
and Business Research; $1.00. 

Cole, Robert H.; Financing Retail Credit Sales 
Through Charge Account Bank Plans; October 
1955; Bureau of Business Management; $1.00. 

Cole, Robert H.; DeBoer, Lloyd M.; Millican, Rich- 
ard D.; and Wedding, Nugent; Manufacturer and 
Distributor Brands; June 1955; Bureau of Eco- 
nomic and Business Research; $1.00. 

Eisner, Robert; Determinants of Capital Expendi- 
tures; February 1956; Bureau of Economic and 
Business Research; $1.50. 

Ferber, Robert; “Value Judgments and the Public 
Opinion Pools” in Current Economic Comment; 
August 1956; Bureau of Economic and Business 
Research; free. 

Hall, A. Stuart; “On the Regressiveness of the IIli- 
nois Revenue System” in Current Economic Com- 
ment; November 1955; Bureau of Economic and 
Business Research; free. 

McConnell, Campbell R.; “Prefabricated Housing: 
Problems and Prospects” in Current Economic 
Comment; May 1956; Bureau of Economic and 
Business Research; free. 

Mutti, R. J.; Adequacy of Protein in Swine Rations 
in Illinois—A Market Analysis; February 1956; 
Agricultural Experiment Station; free. 

Schumaier, C. P.; Marketing Southern Illinois Corn, 
Wheat, Soybeans—A Report of Research; Octo- 
ber 1955; Agricultural Experiment Station; free. 


IOWA STATE COLLEGE 


Phillips, Richard; “Empirical Estimates of Cost 
Functions for Mixed Feed Mills in the Midwest” 
in Agricultural Economics Research; January 
1956; free reprints available from author. 

Shepherd, Geoffrey; “Can We Eat Up Our Sur- 
pluses?” in The Government and the Farmer; 
1956; free reprints available from author. 

Shepherd, Geoffrey; “Discussion: Increasing Farm- 
ers’ Understanding of Public Problems and Poli- 
cies and Methodological Problems in Agricultural 
Policy Research” in Journal of Farm Economics; 
Vol. XXXVII:5, 1956; free reprints available from 
author. 

Shepherd, Geoffrey; “What Can a Research Man 
Say About Values?” in Journal of Farm Eco- 
nomics; February 1956; free reprints available 
from author. 

Shepherd, Geoffrey; “Why Is the Demand for Pork 
Dropping?” in Iowa Farm Science; June 1956; 
free reprints available from author. 

Thompson, Sam H.; “What Does Effective Hog 
Marketing Involve?” in Iowa Farm Science; Sep- 
tember 1955; free reprints available from author. 

Thompson, Sam H.; “Why the Livestock Slump?” 
in Iowa Farm Science; October 1956; free re- 
prints available from author. 

Utter, K. L.; Rosenberger, W. S.; Homme, H.; and 
Shepherd, G.; Methods and Costs of Processing 
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and Delivering Fresh Concentrated Milk in Rural 
Areas (Special Report No. 14); November 1955; 
free reprints available from authors. 


MARYLAND, UNIVERSITY OF 

Bureau of Business and Economic Research; Per- 
sonal Income in Maryland; September 1956. 

Root, Franklin R.; The European Coal and Steel 
Community Part 11; June 1956; Bureau of Busi- 
ness and Economic Research; free. 


MASSACHUSETTS, UNIVERSITY OF 

Hackamack, Lawrence C.; Managerial Efficiency in 
Dairy Processing Plants; July 1956; Agricultural 
Experiment Station. 


MEMPHIS STATE COLLEGE 

Tonning, Wayland A.; “Department Stores in Down 
State Illinois 1889-1943"; The Business History 
Review; December 1955. 

Tonning, Wayland A.; “The Beginnings of the 
Money-Back Guarantee and the One-Price Policy 
in Champaign-Urbana, Illinois, 1833-1880"; The 
Business History Review; June 1956. 

MIAMI, UNIVERSITY OF } 

Voyles, Robert J.; The Tourist Industry of the 
Caribbean Islands; 1956; Bureau of Business and 
Economic Research. 


MINNESOTA, UNIVERSITY OF 

Smith, Harlan M., and Holloway, Robert J.; The 
Effect on Minnesota of a Liberalization of United 
States Foreign Trade Policy; 1956; School of Busi- 
ness Administration; $2.00. 


NORTH CAROLINA STATE COLLEGE 
Lindstrom, I. A., and King, R. A.; The Demand 
for North Carolina Slicing Cucumbers and Green 


Peppers; March 1956; Department of Agricultural 
Economics; free. 


PENNSYLVANIA, UNIVERSITY OF 

Burley, O. E.; Fisher, A. B., Jr.; and Cox, R. G.; 
Drug Store Operating Costs and Profits; 1956; 
McGraw-Hill; $8.50. 

Hollander, Stanley C.; History of Labels; June 1956; 
Allen Hollander Publishing Co., New York. 

Kramer, R. L., and Root, F. R.; Economic Surveys 
of Asia and Europe; 1956; Federal Maritime 
Board. 


PENNSYLVANIA STATE UNIVERSITY, THE 


Baker, R. L., and Matzen, E. H.; Sampling to De- 
termine Grades of Eggs; August 1955; Agricultural 
Experimental Station; free. 

Bylund, H. Bruce, and Baker, R. L.; A Community 
Program to Increase Egg Consumption; March 
1956; Agricultural Experiment Station; free. 

Bylund, H. Bruce, and Baker, R. L.; Effectiveness 
of Techniques Used in a Better Breakfast Pro- 
gram; April 1956; Agricultural Experiment Sta- 
tion; free. 


Early, John, and Trotter, C. E.; Consumer Prefer 
ences for Floral Products; January 1956; Agri- 
cultural Experiment Station; free. 

Hand, Paul E., and Pierce, C. W.; Cost Studies of 
Receiving and Transporting Market Milk in the 
Philadelphia Area; August 1956; Agricultural Ex- 
perimental Station; free. 

Lee, W. A.; Merchandising Fresh Mushrooms in 
Retail Stores; February 1956; Agricultural Experi- 
mental Station; free. 

Lee, W. A.; Merchandising Potatoes in Retail 
Stores; February 1956; Agricultural Experiment 
Station; free. 


WISCONSIN, UNIVERSITY OF 


Berkman, Herman G.; The Delineation and Struc- 
ture of Rental Housing Areas; 1956; Bureau of 
Business Research and Service. 


33.2 Some Reflections on Listening Behaviour. Paul 
Bakan, The Journal of Communication, Au- 
tumn 1956, pp. 108-12. [W.L.] 


Since listening is one of the foundations of com- 
munication, any improvement in the listening be- 
havior of individuals through teaching listening 
skills would be of great value indeed. However, we 
don’t know enough about the listening process to 
specify which aspects of it are teachable and what 
are the most efficient methods of improving listen- 
ing skills. Listening behavior is rather complex and 
involves perceptual, social, motivational, and in- 
tellectual factors. It also involves a complex rela- 
tionship between the listener, the speaker, and the 
message. “The listening behavior of an individual 
is a function of whom he listens to, what he listens 
to, why he listens, when he listens, and so on.” 

Workers in the field of listening are guided in 
their thinking by the following implicit assump- 
tions which tend to oversimplify the problem: 


1. Listening is a unitary skill. 

2. Uniform training in listening should be given 
to all. 

3. Listening is teachable. 

4. Listening skill is relatively independent of 
other psychological variables. 

5. The effectiveness of training in listening can be 
evaluated by means of a listening test at the 
end of the period. 


A serious lack of basic information about listen- 
ing behavior exists. Basic research considering such 
problem areas as components of listening behavior, 
kinds of training, teachability of listening skills, 
and the relation between listening and other psy- 
chological values is required. 


33.3 On Activity in the Goal Region. Mary Henle, 
Psychological Review, November 1956, pp. 
299-302. [W.L.] 


This paper calls attention to a problem neglected 
by motivation theories—that of activity in the goal 
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region. Motivation theories are theories of striving 
to reach goals and once the goals are achieved, 
their interest stops. Yet, experience suggests that 
the task of motivation theory does not end with goal 
attainment. 

“Human beings are not concerned exclusively 
with trying to reach what they do not have.” We 


may enjoy an activity for the activity itself (for 


example, just walking or driving without any par- 
ticular place in mind), and the termination of an 
activity may bring regret rather than satisfaction. 
Such cases tend to be neglected by motivational 
theorists. 

The forces responsible for activity in the goal 
region are discussed. A distinction is drawn between 
ego forces (those arising from the needs of the ego) 
and field forces (those stemming from parts of the 
individual’s psychological field other than his ego). 
Examples of each type of force are presented and 
steps for further investigation are suggested. 


33.4 Housing: The Stalled Revolution. Emmett 
Hughes and Todd May, Fortune, April 1957, 


pp. 120-24seq. [W.T.K.] 


It should be obvious to all that housing is in a 
crisis period. An industry that produced 12 mil- 
lion units and added $100 billion to our national 
production in the last decade has slowed down to a 
walk. During 1955-56 the gross national product 
increased by 9 percent, employment by 6 percent, 
purchases of plant and equipment by 28 percent, 
but home building starts decreased by 25 percent. 

The basic reasons for the stall in home building 
as analyzed by Fortune are these: 


(1) Upgrading of houses—faced by rising costs, 
builders decided to design for the middle to upper 


income market. By putting more value into a some- 
what larger unit, builders could maintain profits 
and absorb ever higher costs at the same time. 
However, this threw them into dependence on the 
$7,500 a year and over family. Although increasing 
rapidly in numbers, this bracket cannot continue to 
absorb an extremely large volume of housing in- 
definitely. 

(2) Phenomenal increase in the cost of land— 
today a builder figures the cost of land as close as 
20 percent of the value of the house structure. This 
is an unreasonable cost which raises the price of 
housing even higher. 

(3) Community policy against low-cost opera- 
tional developments—land restrictions, high taxes, 
strict plumbing codes, etc., have been passed in 
many places with the express purpose of discourag- 
ing the building of low-cost developments. 

(4) Mortgage money shortage—now a contributing 
factor, the housing industry began to get into trou- 
ble before tight money developed. 


It is ironic that now, for the first time in a gen- 
eration, the building industry is large enough to 
keep up with the annual rate of new family forma- 
tion but cannot do so because it has priced itself 
out of the mass market in which a major share of 
the new family formation occurs. 

An example of the individual builder’s dilemma 
is given in the case of the Detroit builder who today 
prices at $16,000 the same house that he offered a 
few years ago for under $14,000. He knows that he 
will soon exhaust the relatively thin market of 
junior executives able to afford such a house. De- 
troit’s skilled workers cannot buy it; yet, he can see 
no way in which he can reduce costs or produce a 
smaller package at a profit. 
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The most important recent developments in the 
legal framework within which marketing must func- 
tion are reported and analyzed under the topical out- 
line presented below. Not all headings in the outline 
may be represented in each issue since it is the gen- 
eral policy of this section not to devote attention to 
the following kinds of developments: (1) new laws or 
cases involving legal technicalities in which neither 
marketing practitioners, teachers, nor researchers 
are likely to have interest; (2) new cases which consti- 
tute more or less routine reaffirmation of well-estab- 
lished rulings; and (3) decisions handed down by in- 
ferior courts which are likely to be reviewed by 
higher courts or which deal with trivial problems. 

More detailed information about individual items 
may be obtained by direct reference to the sources 
cited for each case. These include the standard legal 
reporting services, the law journals, and such special 
facilities as United States Law Week and Commerce 
Clearing House Trade Regulation Reporter, Current 
Decisions (abbreviated hereinafter simply as CCH). 

Readers who have comments or suggestions re- 
specting this section are urged to send them to the 
Editor. 


TOPICAL OUTLINE OF CASE 
SUBJECT MATTER 


I. REGULATION OF MONOPOLISTIC 
METHODS 
A. Market Control 
B. Collusive Practices 
C. Market Exclusion Tactics 


II. REGULATION OF PRODUCT CHAR- 
ACTERISTICS 
A. Product Standards 
B. Product Quality 
C. Packaging and Conditions of Sale 


Ill. REGULATION OF PRICE COMPETI- 
TION 
A. Price Discrimination 
B. Resale Price Maintenance 
C. Price Control (Minimum and Maximum) 


IV. REGULATION OF CHANNELS OF DIS- 
TRIBUTION 
A. Operating Features of Marketing Insti- 
tutions 
B. Relations Between Buyers and Sellers: 
Exclusive Dealing Arrangements, etc. 


V. REGULATION OF UNFAIR COMPETI- 
TION 
A. Advertising 
B. Nonadvertising Promotional Methods 
C. Trade-Marks and Trade Names 


I. REGULATION OF MONOPOLISTIC 
METHODS 


A. Market Control 


1. Federal Trade Commission v. Interna- 
tional Paper Company, 241 F.2d 372 (CCA 2, 
December 1956). [K.J.c.] 


The day after the stockholders of the Interna- 
tional Paper Company and two smaller paper 
corporations voted to approve a merger among 
the companies, the Federal Trade Commission 
entered the courts seeking an order forbidding 
the merger pending the conclusion of the Com- 
mission’s hearings determining whether section 
7 of the Clayton Act had been violated. The 
Commission’s action was motivated by its belief 
that if the merger was ultimately found illegal, 
it would then be impossible to undo it by un- 
scrambling the assets of the merged firms. 

The Circuit Court of Appeals rejected the 
Commission’s application for an injunction on 
the ground that the Commission has no author- 
ity in the law to seek such injunctive relief. The 
Clayton Act, including the amended antimo- 
nopoly section 7, provides for dual enforcement 
—the Department of Justice may institute suits 
for injunctions, but the Commission can only 
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proceed by issuing its cease and desist orders 
after the usual hearings. 

In connection with the above, it might be 
mentioned that one of the antitrust recommen- 
dations made by President Eisenhower in his 
1957 Economic Report is authorization for the 
Federal Trade Commission “in merger cases 
where it believes violation is likely, to seek a 
preliminary injunction before a complaint is 
filed” (p. 51). 


2. United States v. International Boxing 
Club of New York, Inc., et al., CCH 4 68,649 
(D.C. S. N.Y., March 1957). 


The Kansas City Star Company v. United 
States, 240 F.2d 643 (CCA 8, January 1957). 
[K.J.c. ] 

In June 1956 the United States Supreme 
Court handed down its now famous decision 
holding that Du Pont’s 80-per cent control of the 
cellophane business did not constitute monoply 
because the relevant market was broader than 
cellophane, extending to waxed paper, glassine, 
foils, and the whole field of flexible wraps. Be- 
cause Du Pont did only 18 per cent of the busi- 
ness in this broader market, it was acquitted of 
the monopoly charge. This decision has probably 
aroused more interest than any other antitrust 
decision of recent years. (See THE JOURNAL OF 
MARKETING, October 1956.) 

Two recent decisions may throw some light on 
the ultimate significance of the cellophane case, 
although any lesson that they teach must be ac- 
cepted carefully since they are only decisions of 
lower courts. 

In United States v. International Boxing 
Club, the government brought suit charging the 
violation of the Sherman Act by the monopoliza- 
tion of professional championship boxing. The 
evidence left little doubt about the defendants’ 
efforts to monopolize this activity, for they had 
promoted 80 per cent of all championship fights 
in the period concerned (1949-1953) and had 
secured this dominance by binding fighters to 
engage in no championship fights not promoted 
by them, by buying out competing promoters, 
and by securing control of key stadia. Thus the 
main issue in the case was whether champion- 
ship bouts constituted a separate market subject 
to monopolization or whether, as the defendants 
claimed, the relevant market was not less than 
all professional boxing and possibly the entire 
entertainment field. Judge Sylvester J. Ryan, 
who wrote the decision, summarized the issue as 
follows: “The question here comes down to 


this: Do nonchampionship boxing bouts . 
have a reasonable interchangeability with cham- 
pionship boxing contests both as a financial 
proposition and as an entertainment media?” 

The Court found that professional champion- 
ship bouts were a product distinct from non- 
championship fights and hence constituted a 
separate market. The defendants themselves 
had, according to Judge Ryan, recognized this 
uniqueness when they concentrated their activi- 
ties in this sphere. Championship fights differed 
from ordinary professional brawls in the public 
appeal and in financial return which was some 
four times greater. 

In the government’s prosecution of the Kansas 
City Star, the charge was also one of monopoli- 
zation in violation of the Sherman Act. As in the 
case of the International Boxing Club, there was 
little question of the dominant position achieved 
by the defendant and the use of that dominance 
to injure competitors. The Kansas City Star en- 
joyed about 95 per cent of the total newspaper 
circulation and newspaper advertising in the 
Kansas City area. Circulation had been en- 
hanced by the defendant's practice of selling sub- 
scriptions to its morning and evening newspa- 
pers only in combination, and competing news- 
papers had been stifled by practices designed to 
cut off their advertising. Advertisers who showed 
the poor judgment to make substantial use of 
competing journals were coerced by threats to 
exclude their advertising from the Star’s two 
newspapers, give it poor position, or to cut off 
credit. Even control over the dissemination of 
news had been used to divert advertising by 
threatening to stop publicity. 

Although the question of the relevant market 
did not play as important a part in this decision 
as in the International Boxing Club case, here, 
too, it was an issue. The government charged 
that the market monopolized was daily newspa- 
per, radio, and television advertising since the 
Star owned the local radio and television sta- 
tions as well. The Star, on the other hand, main- 
tained that the market embraced weekly news- 
papers, magazines, newsreels, and topical books. 
The Court, however, did not feel that these 
other media were “competitors in the real sense 
of the word. . . . Magazines are not effective 
alternatives for the daily newspapers and cer- 
tainly the grocer who desires to advertise a spe- 
cialty in some of his items and has only the Star 
publications for daily use would hardly find a 
monthly or weekly magazine an effective sub- 
stitute.” 


At the time it was handed down, the du Pont 
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cellophane decision was heralded as a landmark 
and welcomed or regretted according to the dis- 
position of the person concerned. Thus Chief 
Justice Warren, who dissent°1, thought that its 
effect was virtually to “emasculate section 2 of 
the Sherman Act” and “would apparently en- 
able a monopolist of motion picture exhibition 


to avoid Sherman Act consequences by showing ° 


that motion pictures compete in substantial 
measure with legitimate theater, television, ra- 
dio, sporting events and other forms of enter- 
tainment.” But landmark decisions before have 
faded to insignificant features on the horizon, 
and it may well be that such will be the fate of 
du Pont cellophane. In reporting the du Pont 
case, this JOURNAL emphasized the fact that there 
is no economic test by which a product market 
may be delimited. Related products will always 
show similarities and differences, and decisions 
concerning the scope of a product market, de- 
pending as they must on the personal judgments 
of the members of the court, will be highly var- 
ied. In the du Pont decision, the view taken 
happened to be particularly broad. 


B. Collusive Practices 


1. William Radovich v. National Football 
League, et al., 77 S. Ct. 390 (February 1957). 
[K.J.c.] 

The confusion with regard to the status of 
professional sports under the antitrust laws has 
received considerable attention in the past three 
years and was summarized in this section of the 
April 1957 issue of THE JOURNAL OF MARKETING 
in reporting Washington Professional Basket- 
ball Corporation v. National Basketball Associa- 
tion. At the time of that decision (December 
1956), the various Federal courts had found pro- 
fessional baseball and football exempt and pro- 
fessional boxing and basketball subject to the 
full force of the antitrust prohibitions. 

The Supreme Court has now clarified the situ- 
ation by explicitly isolating the Federal Baseball 
Club v. National League (259 U.S. 200 [1922}) 
and Toolson v. New York Yankees (346 U.S. 356 
[1953]) decisions and sterilizing them as legal 
precedents. 

It was the Federal Baseball decision in 1922 
that started the trouble when the Supreme 
Court ruled that professional baseball was ex- 
empt from the Sherman Act because it involved 
only a small amount of interstate activity, and 
it is true that at that time—before the days of 
radio and television—the sport was much more a 
matter of mere local exhibitions that it is today. 


However, in spite of the changed nature of the 
baseball business wrought by time, the Supreme 
Court refused in 1953 to reverse its stand and 
continued the exemption on the ground that 
professional baseball had developed the whole 
structure of its business practices on the assump- 
tion of such an exemption and that to reverse 
the exemption retroactively would seriously dis- 
rupt the sport (George Earl Toolson v. New 
York Yankees, reported in THE JOURNAL OF MAR- 
KETING, April 1954). But in 1955 it refused to 
extend the same treatment to professional box- 
ing or to the theatre when it found both of these 
activities to comprise interstate commerce 
(United States v. International Boxing Club 
[348 U.S. 236]; United States v. Lee Shubert [348 
U.S. 222]; reported in THE JOURNAL OF MARKET- 
ING, July 1955). 

Acting on the appeal of William Radovich 
from the decision of the Circuit Court of Ap- 
peals extending the baseball exemption to pro- 
fessional football by analogy (see THE JOURNAL OF 
MARKETING, October 1956), the Supreme Court 
has openly admitted that the baseball decisions 
are valueless as legal precedents and that other 
sports may expect to be treated like any other 
interstate business. Justice Clark, who wrote the 
majority opinion, appraised the 1922 Federal 
Baseball decision as “of dubious validity” at 
best. He continued “. . . but since Toolson and 
Federal Baseball are still cited as controlling 
authority in antitrust actions involving other 
fields of business, we now specifically limit the 
rule there established to the facts there involved, 
i.e., the business of organized professional base- 
ball.” Referring to the contradictory position 
that the Court has taken with respect to different 
sports, he said: “If this ruling is unrealistic, in- 
consistent, or illogical, it is sufficient to answer 
. . . that were we considering the question of 
baseball for the first time upon a clean slate we 
would have no doubts.” Concerning a remedy 
for the inconsistency, he felt that “the orderly 
way to eliminate error or discrimination, if any 
there be, is by legislation and not by court de- 
cision. .. . The resulting product (of legisla- 
tion) is . . . more likely to protect the industry 
and the public alike.” 

Supreme Court Justices Frankfurter, Harlan, 
and Brennan dissented, the first in particular ex- 
pressing concern over the acknowledged aban- 
donment by the majority of the rule of stare 
decisis—that is, the rule that legal precedents 
control subsequent decisions. 

The most significant feature of the Supreme 
Court's stand with respect to professional sports 
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has been its unusual concern not to disrupt an 
industry (professional baseball) by reversing an 
earlier decision that, regardless of its appropri- 
ateness when it was reached, is certainly not com- 
patible with present conditions in the industry. 
Although such consideration will undoubtedly 
be appreciated by those affected, it is a danger- 
ous precedent, for in effect it means that the 
courts cannot grow in their thinking if such 
growth means reversing a previous stand, nor 
can an industry be forced to accept the increased 
responsibility that should go with its develop- 
ment from a local to a regional or national af- 
fair. We live in a nation governed by laws and 
the courts do much to make our laws; thus, any 
important court decision will have ramifications 
not only in the business world but in our social 
customs as well. On the basis of the Supreme 
Court’s baseball decisions, its ruling ordering 
social integration in the public schools was a 
serious error, for education in the South had de- 
veloped on the basis of the Court's “separate 
but equal” doctrine and a more disrupting 
change by the Court could hardly be imagined. 


2. United States Gypsum Company v. Na- 
tional Gypsum Company, et al., 77 S. Ct. 490 
(February 1957). [K-J-c.] 


In 1948 the United States Supreme Court 
found illegal the industry-wide patent licensing 
agreements giving United States Gypsum the 
right to fix resale prices on gypsum board. As a 
result, in 1949 the District Court issued a decree 
holding the licenses null and void and followed 
it up in 1951 with a final decree giving the gov- 
ernment, which had brought the antitrust suit 
against United States Gypsum and its co-con- 
spirators, somewhat broader relief. 

Following the 1951 final decree, United States 
Gypsum Company’s licensees—National Gypsum 
Company, Certain-teed Products Corporation, 
and others—negotiated new licenses with United 
States Gypsum providing for royalties but ex- 
cluding price-fixing provisions. However, these 
licensees paid no royalties for the period be- 
tween the Supreme Court’s 1948 decision and 
the new 1951 licenses. United States Gypsum 
sued for compensation, and it was this suit— 
landing in the lap of the Supreme Court—which 
gave rise to the decision under discussion. 

In its current decision, the Supreme Court 
held that United States Gypsum could not re- 
cover royalties for the period 1948-1951 under 
the old illegal licensing agreements since the 
payment of such royalties would have been in- 


consistent with the final 1951 decree settling the 
illegal conspiracy. Surprisingly, however, this 
conclusion did not mean that United States Gyp- 
sum was not entitled to compensation for the 
use of its patents, providing only that neither 
the misuse of the patents nor the effects of such 
misuse extended into the period 1948-1951. Be- 
cause the only misuse of the patents proven had 
been the price-fixing provisions of the licenses, 
United States Gypsum’s claim to compensation 
rested on whether such price fixing had been 
completely abandoned before 1948—a mere ques- 
tion of fact on which the District Court had 
failed to take evidence. 

The Supreme Court’s decision, rendered by 
Justice Harlan, rests on the sort of legal distinc- 
tion that arouses in the layman a profound 
sense of awe for the wisdom of the judiciary. 
However, the effect of Justice Harlan’s opinion 
on his dissenting colleagues (Chief Justice War- 
ren and Justices Black and Douglas) was some- 
thing less, and in a biting minority opinion 
Justice Black wrote: “Appellant (United States 
Gypsum) and appellees (National Gypsum and 
Certain-teed Products) have been found guilty of 
an unlawful conspiracy to violate the Sherman 
Act. [United States] Gypsum’s patents were an 
essential part of that conspiracy. But by giving 
its lawsuits appropriate labels (i.e., by basing the 
suit on quantum meruit for the reasonable value 
of the use of the patents instead of the royalty 
provisions of the illegal licenses) it has obtained 
an opportunity to seek compensation for the use 
of tools it supplied to violate the law. I agree 
with the District Court that to allow recovery 
on these differently labeled counts ‘is but a left- 
handed, indirect method for recovering the roy- 
alties provided in the illegal license agreements.’ 
. . . I think the Court’s holding seriously weak- 
ens the patent misuse doctrine and thereby 
makes enforcement of the Sherman Act far more 
difficult.” 


3. Federal Trade Commission v. National 
Lead Company, et al., 77 S. Ct. 502 (February 
1957). [K.J-C.] 

In this decision, the Supreme Court upheld 
the authority of the Federal Trade Commission 
to order a group of firms to abandon not only 
the concerted use of the zone pricing system but 
the individual use of it as well where such use 
had the effect of matching the prices of competi- 
tors. These firms had been found guilty by the 
Commission of conspiring to use the zone pric- 
ing system to eliminate competition among 
themselves. 
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The implication of the decision is that the 
zone pricing system used individually is, under 
certain circumstances at least, a perfectly legal 
pricing method, and it was upon this contention 
that the defendants based their charge that the 
Commission had exceeded its authority in deny- 
ing the individual employment of this method. 
However, the Supreme Court was unimpressed. 
The defendants had built their illegal conspir- 
acy around the zone pricing system and the 
Commission was not unreasonable when it re- 
fused to trust them individually to use it inno- 
cently. As this Court pointed out “decrees often 
suppress a lawful device when it is used to carry 
out an unlawful purpose.” Moreover, quoting a 
previous decision, “if the Commission is to at- 
tain the objectives Congress envisioned, it can- 
not be required to confine its road block to the 
narrow lane the transgressor has traveled; it 
must be allowed effectively to close all roads to 
the prohibited goal, so that its order may not be 
by-passed with impunity.” If the defendants 
were in some respects burdened, they “must re- 
member that those caught violating the [Federal 
Trade Commission] Act must expect some fenc- 
ing in.” 


4. United States v. B. F. Goodrich Com- 
pany, et al., CCH 4 66,286 (D.C. Colo., March 
1957). [K.J-c.] 

This case, charging a price-fixing conspiracy 
among a number of manufacturers of industrial 
V belts, was settled by fines ranging up to $30,000 
on some of the defendants. These fines are prob- 
ably the largest yet imposed in single-count 
Sherman Act prosecutions. They were, of course, 
inflicted on the defendants under the July 1955 
amendment which increased the maximum fine 
on a count from $5,000 to $50,000 (see THE JOUR- 
NAL OF MARKETING, January 1956, p. $11). 


C. Market Exclusion Tactics 


1. Ben Hur Coal v. Wells, 242 F.2d 481 
(CCA 10, February 1957). [w.F.B.] 


A provision of the Robinson-Patman Act that 
seems to be overlooked in discussions of the 
Act’s features (and one that also seems never be- 
fore to have been raised in a court action) is the 
clause in section three which specifies, among 
other things, that it shall be unlawful to “sell, 
contract to sell, goods at unreasonably low 
prices for the purpose of destroying competition 
or eliminating a competitor.” This clause, note, 


says nothing at all about discrimination and in 
some respects is somewhat like the state “unfair 
practices” acts which also seek to place floors un- 
der price cutting. This clause, however, does not 
set any standard by which to determine what 
might be considered “unreasonably low prices.” 

In the case here reported, the Ben Hur Com- 
pany—a producer of coal in Henryetta, Okla- 
homa—charged that Wells, a partner and the 
manager of the rival Starr Coal Company, had 
lowered the price of oil-treated stoker coal from 
the going rate of $7.35 per ton to $6.50 and then 
to $6.00 with the express purpose of destroying 
Ben Hur. In support of this contention, a num- 
ber of “facts” were advanced to show the exist- 
ence of ill-feeling between the managements of 
the two concerns. It was said, for example, that 
Wells had been greatly annoyed because the Ben 
Hur firm, owned by the Taylor family and man- 
aged by Ellis Taylor, had signed an agreement 
with the union at a time when the other mine 
owners, led by Wells, had been refusing to ac- 
cede to certain demands. Furthermore, Wells 
was said to have threatened to take some sort of 
action if Ellis did not cease undercover price 
cutting. Finally, it was asserted that he had 
stated to Gene Taylor that he was sorry to have 
to lower prices but that it was necessary to “teach 
Ellis a lesson.” 

In the face of this evidence tending to show 
that the price cutting was done deliberately to 
injure Ben Hur, Wells contended that the price 
cuts were made necessary by the deteric. ation in 
the competitive position of coal compared to oil 
and gas in the middle western market area in 
which Henryetta coal was sold. Wells supported 
his position by noting that the reduction in price 
enabled him to increase his volume sufficiently 
to obtain a lower unit cost and, therefore, he 
was able to continue to make a profit at the 
lower price. He presented a careful analysis of 
the relationships between volume of operations 
and fixed and variable costs, and he noted that 
he still was operating well above his break-even 
point. 

The Court accepts Wells’ defense, discounting 
the conflict respecting the allocation of overhead 
costs (the Starr Company also produced and 
profitably sold industrial coal). It concludes that 
the pricing employed could be considered a 
sound economic move in the face of market con- 
ditions. Although this might be unfortunate for 
the Ben Hur Company, it was not a violation of 
the law. 





96 THE JOURNAL OF MARKETING 


July 1957 





Il. REGULATION OF PRODUCT CHAR- 
ACTERISTICS 


A. Product Standards 


1. Burton-Dixie Corp. v. Federal Trade 
Commission, 240 F.2d 166 (CCA 7, January 
1957). 

Lazar v. Federal Trade Commission, 240 
F.2d 176 (CCA 7, January 1957). 

Barclay Home Products, Inc. v. Federal 
Trade Commission, 241 F.2d 451 (CCA D.C., 
February 1957). [w.F.B.] 


In the past few years, the Federal Trade Com- 
mission has taken action against eleven manu- 
facturers of pillows (accounting for virtually all 
of the production of pillows in the United 
States). Ten of these were heard contemporane- 
ously by the same trial examiner. He had recom- 
mended the issuance of cease and desist orders 
in seven cases and dismissal of the complaints 
in three. However, the Commission had reversed 
his recommendation in the three instances and 
had issued orders in all of the ten cases. All of 
them have been appealed by defendants. Two 
have been decided in favor of the Commission 
(see reports of the Northern Feather Works and 
Buchwalter cases in this section in the January 
1957 issue of THE JOURNAL) and the Barclay 
Home Products and Lazar appeals are here de- 
cided similarly. However, the Seventh Circuit 
Court of Appeals reverses the Commission in the 
Burton-Dixie case, ruling that there was not 
“substantial” evidence to support the Commis- 
sion’s findings that respondent's pillows did not 
come within allowable tolerances. 

The Court reviews in detail the nature of the 
process by which feather and down pillows are 
prepared and also the techniques employed to 
measure the down and feather content of sample 
pillows selected for testing. It notes that it is not 
feasible to produce a 100-per cent down pillow 
but that a 15-per cent margin of error is per- 
mitted. In the hearings, the expert witnesses dif- 
fered in their judgment with respect to the per- 
centage of down in the sample pillows, the 
Commission’s witness stating that it was some- 
what below the 85-per cent minimum required 
to meet the standard of a down pillow. The de- 
fense witness, also qualified as an expert, testi- 
fied that the down content was above 85 per 
cent. The average of the estimates of both wit- 
nesses and all down pillows was above 85 per 
cent and, therefore, the trial examiner had con- 
cluded that the complaint should be dismissed. 
The court agrees with him, ruling that the Com- 


mission was not justified in giving greater 
credibility to its own witness. 

Crushed feather pillows also were considered 
by the Commission to have been mislabeled, al- 
though the expert for the defense had refused 
to test such pillows on the grounds that it was 
not possible to do so accurately. The Commis- 
sion witness had made tests but had indicated 
that they were not worth much and that in any 
case the public did not distinguish between 
types of crushed feathers. Nevertheless the Com- 
mission’s order also covered this class of pillow. 
For these reasons, the Court rules that there is 
not substantial evidence supporting the Com- 
mission's position; hence, it reverses the Commis- 
sion’s order. 


III. REGULATION OF PRICE COMPETI- 
TION 


A. Price Discrimination 


1. Niehoff 2 Co. v. Federal Trade Hnsaie 
sion, 241 F.2d 37 (CCA 7, January 1957). [wF.B.] 


Recently, the Federal Trade Commission ap- 
parently has undertaken a campaign to rid the 
automotive parts industry of price discrimina- 
tion violative of the Robinson-Patman Act. The 
April 1957 issue of this section of THE JOURNAL 
reported appeals by three firms in this field from 
Commission orders requiring them to cease us 
ing certain discount structures. The appeals 
were unavailing. Here, Niehoff & Company fares 
only slightly better. Most of the concern’s busi- 
ness is concentrated in its line of ignition parts. 
Sales were made to jobbers and distributors who 
were classified into four groups according to 
their annual volume of purchases of the line. 
Customers in the smallest quantity class paid 
regular jobbers prices; buyers in the other 
groups received discounts ranging up to as much 
as 10 per cent plus 7 per cent off the jobber’s list 
price. The Commission charged that this dis- 
count structure violated section two of the Rob- 
inson-Patman Act. In answer Niehoff presented 
cost data in an attempt to show that the schedule 
was justified by variations in savings obtained 
from the differing volume of purchases made by 
customers in each class. The evidence was some- 
what conflicting and the Commission ruled that 
it was inadequate to support the differentials. 
Defendant's argument that the discounts were 
necessary to meet competitors’ prices was disal- 
lowed also. 

Thg Court upholds the Commission's findings 
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of fact, although it does remark that if it had ap- 
proached the matter de novo, it might have ar- 
rived at a different interpretation of the evi- 
dence. In spite of its acceptance of the findings 
of fact, however, the Court goes on to modify 
the order in a quite unusual fashion. It notes 
that Niehoff has 19 competitors, only 3 of whom 
are concurrently the objects of Commission or- 
ders. The Court is impressed by the defendant's 
statement that if it is restrained from granting 
the discounts at issue, the 16 rivals will be free 
to continue to use similar discounts and will be 
able to step in and capture the market. There- 
fore, to prevent what it views as the ruin of de- 
fendant, the majority of the Court (over a strong 
dissent) deletes the word “forthwith” from the 
Commission’s order and adds “This cease and 
desist order shall take effect at such time in the 
future as the ... Court... may direct, sua 
sponte or upon motion of the Federal Trade 
Commission.” As the dissenting member of the 
Court points out, this sort of tampering with the 
orders of the Commission constitutes something 
of an invasion of the operating freedom of the 
administrative body, and it is very likely that an 
appeal will be made to the Supreme Court for 
clarification. (On the other hand if the threat to 
Niehoff & Company is as real as the majority of 
the Court believes, justice would seem to re- 
quire that some recognition be given to the prac- 
tical effects of the order.) 


2. Federal Trade Commission v. B. F. Good- 
rich Co., 242 F.2d 31 (CCA D.C., February 1957). 
[W.F.B. | 


In the twenty years since the passage of the 
Robinson-Patman Amendment to the Clayton 
Act, the provision it contains enabling the Fed- 
eral Trade Commission to establish maximum 
quantity discounts under specified circumstances 
has been exercised by the Commission only once. 
In December 1951 it issued the famous order 
setting maximum quantity discounts for the tire 
industry at a quantity of 20,000 pounds. That ac- 
tion was appealed, of course, and after some pre- 
liminary court skirmishes the District Court for 
the District of Columbia held that the order was 
invalid because it failed to conform to the Act’s 
requirements with respect to the finding of facts 
necessary to support such an order (134 F. Supp. 
3g, reported in the January 1956 issue of this 
section at p. 315). The Commission appealed 
and the Circuit Court of the District of Colum- 
bia here affirms the lower court ruling. It simply 
notes that the Commission had found as a fact 


that there were so few purchasers of as much as 
$600,000 worth of tires that discounts based 
upon purchases of quantities greater than this 
amount were promotive of monopoly. But hav- 
ing established this fact, the Commission there- 
upon set the maximum allowable quantity dis- 
count at 20,000 pounds, not $600,000. In the 
light of the specific wording of the Act, a finding 
concerning one amount cannot support an or- 
der specifying an entirely different amount. 


3. Enterprise Industries v. Texas Company, 
240 F.2d 457 (CCA 2, January 1957). [w.F.B.] 

The Robinson-Patman Act, concerned as it is 
with complex details of business practice, poses 
problems to courts that they may find very diffi- 
cult to solve equitably. This action provides an 
excellent illustration of this dilemma. There 
seems to be little disagreement as to the facts in 
the situation, although the lower court placed 
different emphasis on some of them than does 
the Circuit Court here. (The earlier decision was 
reported at p. 440 of this section in the April 
1956 issue of THE JOURNAL.) Enterprise operated 
a Texaco station in the Hartford area. Its loca- 
tion was excellent since it was very close to the 
end of an intercity parkway. Enterprise had 
chosen not to cut prices in the second of two 
gasoline price wars which raged in the Hartford 
area. Apparently, the station’s management 
counted upon its favorable location to insulate 
it at least partially from the effects of the war- 
fare. 

In these price wars, Texaco had adopted the 
more or less common practice of assisting its 
dealers by offering those affected by the war a 
rebate of two cents per gallon, on condition that 
their prices had been lowered to meet competi- 
tion. Because Enterprise had not met this re- 
quirement it had not received a rebate, although 
Texaco officials had even visited the president of 
the firm to urge him to cut prices. 

At the conclusion of the wars, Enterprise sued 
for treble damages, charging that it had been 
discriminated against in violation of the Robin- 
son-Patman Act. It substantiated this by proving 
that other Texaco dealers with whom it was in 
competition had received the rebates which had 
been denied to it. Although the lower court had 
expressed sympathy for the position of Texaco 
in the matter, it concluded that this was a clear- 
cut case of illegal discrimination. Although ex- 
pressing the opinion that it was not possible to 
assess true damages with any certainty, the lower 
court believed that an acceptable measure of the 
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injury would be the two cents per gallon figure 
which Texaco had rebated to other dealers. 
The Second Circuit Court of Appeals takes 
quite a different view. It argues that not only is 
it not possible to measure the damages but that 
it is not even possible to state with certainty that 
Enterprise actually was injured by the discrim- 
ination. Because no statistics were presented to 
show the normal distribution of sales between 
local customers and parkway customers and be- 
cause there was no evidence to indicate the loss 
in each class of customer due to the price war, it 
was not possible to determine whether Enter- 
prise was worse off than if it had cut prices in 
order to receive the rebate. Actually, the opinion 
suggests that the wider margin which the firm 
had obtained on the sales it did make may have 
produced a greater profit than would have come 
from larger sales at the narrower margin (even 
with the subsidy offered by Texas). Certainly the 
president must have thought that this would be 
the case or he would not have adopted the 
course of action he followed. With this reason- 
ing, then, the Court reverses the lower court de- 
cision and denies Enterprise any damages. 


B. Resale Price Maintenance 


1. Sunbeam Corp. v. Gilbert Simmons As- 
sociates, Inc., 91 So.2d 335 (Florida Supreme Ct., 
December 1956). [w.F.B.] 


As the number of states in which the nonsigner 
clause of “fair trade” contracts is invalid has 
grown, sincere “fair-trading” manufacturers 
have placed increasing reliance on a policy of 
selling only to dealers who will sign agreements 
to maintain prices. Sunbeam, for example, has 
been a vigorous exponent of this practice. How- 
ever, difficulties beset the path of such a firm. 
Price cutters seem always to be able to acquire 
merchandise even though its distribution is 
carefully controlled. Recently courts, too, have 
been uncooperative—witness the Florida Su- 
preme Court position in this decision. Here, it 
upholds the ruling of a lower court which held 
that—because resale price maintenance was op- 
posed to the public policy of the state—success- 
ful attempts by price cutters to induce signers of 
fair-trade agreements to breach their contracts 
were not illegal and could not be prevented by 
resort to court action. In this situation, Sunbeam 
can only take action against its own dealers who 
violate their contracts (if it can identify them). 
It cannot prevent nonsigners from selling at cut 
prices if they can acquire Sunbeam merchandise. 


2. Sunbeam Corporation v. Hess Brothers, 
CCH 4 68,654 (Penn. Ct. of Common Pleas, Le- 
high Co., March 1957). [W.F.B.] 


One important handicap to the effective ap- 
plication of resale price maintenance in many 
product fields is the extent to which the retailer 
may accept a trade-in at an inflated value to off- 
set the nominal price of the item. In this case, 
however, the court upholds the right of the pe- 
titioner to prohibit its dealers from accepting 
trade-ins at all on its electric shavers. In this way, 
this avenue of price cutting may be closed, 
though the brand may be placed at a considera- 
ble disadvantage if other brands are not 
similarly restricted. 

The defendant, Hess, points out that whole- 
salers allow five dollars for such old shavers and 
that he was merely buying something of value 
from customers and reselling it to wholesalers. 
The Court disagrees. It believes that the adver- 
tising and display material used by Hess clearly 
indicated that the old razors were being accepted 
as a means of reducing the price customers had 
to pay for Sunbeam razors and, therefore, was 
subject to injunction. 


3. Bulova Watch Company v. Hess Broth- 
ers, CCH 68,571 (Penn. Ct. of Common Pleas, 
Lehigh Co., November, 1956). [w.F.B.] 


Although the issue in this case is more or less 
routine, it brings into focus a recent amendment 
to the Pennsylvania “Fair Trade” Act which may 
have significant implications respecting the en- 
forcement of established minimum prices. The 
new provision qualifies that section of the law 
which provides that selling or advertising a fair- 
traded product below the established price is un- 
fair competition and is actionable at the suit of 
a vendor or buyer. The new clause adds, “It 
shall, however, be a complete defense to such an 
action for the defendant to prove that the party 
stipulating such a price, after at least seven days 
written notice given by the defendant prior to 
the commencement of such action, has failed to 
take reasonable and diligent steps to prevent 
the continuation of such advertising, offering for 
sale or selling, by those in competition with the 
defendant, who were specified in such notice.” 

In this instance Bulova had obtained a pre- 
liminary injunction almost a year earlier pro- 
hibiting Hess from cutting prices on its watches. 
The injunction was to have been reviewed 
shortly, but dilatory actions on the part of both 
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parties had delayed a decision on the matter. In 
supporting Hess’ current motion to dismiss the 
injunction, the Court notes that Bulova had 
been very slow to take action in preventing price 
cutting and, although apparently sincere in its 
desire to maintain prices, it had not proceeded 
with reasonable vigor to inform itself of what 
amounted to widespread violations of its estab- 
lished minimums. In dissolving the preliminary 
injunction, however, the Court specifically does 
so without prejudice to the right of Bulova to in- 
stitute a new action, providing it observes the 
limitations set out in the new amendment to the 
Act. 


4. Also noted: 


a. Ignoring another Colorado court decision 
ruling that the nonsignor provision of the state’s 
“fair trade” law violates the state’s constitution, 
the Denver District Court in October 1956 sum- 
marily held (in Sunbeam Corp. v. Berman, CCH 
q 68,565) that the law is valid and issued an in- 
junction restraining defendant's price cutting of 
Sunbeam products. 

b. Here, the Kansas District Court for Shawnee 
County briefly ruled in January 1957 (Quality 
Oil Company v. E. I. du Pont de Nemours and 
Company, CCH 4 68,659) that the Kansas “fair 
trade” statute is constitutional. 

c. Reiterating the well-established principle 
(in Pennsylvania) that the giving of trading 
stamps does not constitute cutting prices on 
“fair-traded” articles, the Pennsylvania Supreme 
Court in December 1956 (in Gever v. American 
Stores Company, 127 A.2d 694) noted that the 
practice was a long-established one which con- 
stituted nothing more than the granting of a 
sort of cash discount. 

d. In Bissell Carpet Sweeper Company v. Mas- 
ters Mail Order Company of Washington, D. C., 
240 \'.2d 684 (CCA 4, January 1957) the Circuit 
Court upheld the lower court ruling (140 F. 
Supp. 165, reported in the October 1956 issue 
of this section at p. 234) that a firm in Washing- 
ton, D. C., does not violate the Maryland “fair 
trade” law by advertising (in Maryland) that it 
will sell (in Washington) Sunbeam products at 
cut prices. 

e. The plaintiff in Norman M. Morris Corp. v. 
Hess Brothers, Inc., CCH 4 68,660 (CCA 3, 
March 1957) is affirmed in an injunction which 
prohibits defendant Hess from cutting the prices 
on Omega watches which the plaintiff importer 
—not the foreign manufacturer—has set. 


C. Price Control (Minimum and Maximum) 


1. San Antonio Retail Grocers, Inc. v. Laf- 
ferty, 297 S.W.2d 813 (Texas Supreme Court, 
January 1957). [w.F.B.] 


Recently attempts have been made, occasion- 
ally successfully, to obtain the enactment of leg- 
islation which renders illegal the sale of mer- 
chandise below cost (as defined to include both 
invoice cost and the expenses of doing business) 
if the quantities sold are curtailed (within the 
limits of the stock on hand). The Texas legisla- 
ture enacted a measure of this kind specifically 
applicable only to grocery stores. The defendant 
in this action operated a store in which a variety 
of items, mostly groceries, were sold. He adver- 
tised and sold some of them below cost as lead- 
ers, limiting the quantities he would sell to in- 
dividual purchasers. In contesting the issuance 
of an injunction to prevent him from continu- 
ing these practices, he contends that the law is 
unconstitutional because it is arbitrarily limited 
to grocery stores. 

The Supreme Court of Texas agrees with de- 
fendant’s position. It points out that the act con- 
tains no definition of “grocery stores,” although 
one witness suggested that it meant any store 
that sells groceries. If this were true, some de- 
partment stores having grocery departments 
could not sell any items at below cost, although 
competitive department stores without such de- 
partments would be free to do so. Such a distinc- 
tion, says the Court, is arbitrary and unreasona- 
ble and renders the law unconstitutional. 


IV. REGULATION OF CHANNELS OF 
DISTRIBUT!ON 


B. Relations Between Buyers and Sellers: Ex- 
clusive Dealing Arrangements, Etc. 


1. Johnson v. Shell Oil Co., CCH 68,594 
(Wisconsin Supreme Court, January 1957). 
[W.F.B.] 

Since the decision of the United States Su- 
preme Court in Standard Oil Company of Cali- 
fornia v. United States, 69 S. Ct. 1051 (1949), the 
extent to which a large petroleum refiner may 
legally limit the brands its service station dealers 
carry has been curtailed. In the current decision, 
however, the Supreme Court of Wisconsin makes 
it clear that the Standard Oil case still permits 
many kinds of restrictions within Wisconsin 
law. Johnson operated a Shell station on prop- 
erty which he owned and had leased and leased 
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back from Shell (a common device in petroleum 
distribution). Among numerous provisions of 
the lease, it was provided that Johnson could 
sell only Shell products under the Shell brand or 
label. He also was required to purchase at least 
144,000 gallons of Shell gasoline per year 
(though apparently the Company had not can- 
celled the lease when he did not do so). Finally, 
Shell could cancel the lease upon notice, but 
Johnson had no such privilege. 

Because he hoped to be able to sell the station 
free of the restrictive features of the lease, John- 
son sought (unsuccessfully) to have it declared in 
violation of the Wisconsin antitrust law. In up- 
holding the lower court decision, the Supreme 
Court here points out that the lease did not pro- 
vide for exclusive dealing as did the arrange- 
ment invalidated in the Standard Oil decision. 
Johnson was free to sell other than Shell prod- 
ucts and actually did so, though not ones that 
were directly competitive (theoretically he could 
have done so, however). The Court expresses the 
belief, too, that the requirement that Johnson 
buy 144,000 gallons of gasoline annually was 
simply a reasonable device to protect the exten- 
sive investment Shell had made in the station 
and that this feature of the lease could not be 
construed as a full requirements contract. Even 
if some restraint were involved here, it was so 
slight (in the Court’s opinion) that there is no 
ill effect on competition. Hence there is no vio- 
lation of the Wisconsin antitrust statute. 


2. Also noted: 


a. Cardinal Films v. Republic Pictures Corp., 
148 F. Supp. 156 (D.C.S.N.Y., January 1957) 
simply reaffirms the principle that the use of an 
exclusive dealing contract by the holder of a 
patent does not violate the antitrust laws if the 
patent holder does not attempt by this means 
to extend his legitimate monopoly privileges to 
items which are not covered by the patent. 

b. Schwing Motor Co., Inc. v. Hudson Sales 
Corp., 239 F.2d 176 (CCA 4, December 1956), up- 
holds the decision (138 F. Supp. 899, 1956) of the 
United States District Court for Maryland which 
ruled that Hudson had not violated the antitrust 


laws by refusing to renew plaintiff's franchise, 
giving another dealer an exclusive agency in- 
stead. 


V. REGULATION 
TITION 


OF UNFAIR COMPE- 


B. Nonadvertising Promotional Method 


1. Union Circulating Company, Inc. v. Fed- 
eral Trade Commission, 241 F.2d 652 (CCA a2, 
February 1957). [W.F.B.] 


The abuses practiced in door-to-door selling 
are legion, and it is not surprising to find that 
the Federal Trade Commission has taken an in- 
terest in the field. The nature of the action is 
perhaps a bit disappointing, though no doubt 
quite proper. The Commission is not here con- 
cerned with the methods of selling employed 
but with certain features of an agreement be- 
tween the major firms which operate door-to- 
door crews selling magazine subscriptions. The 
firms, organized in an association, have at- 
tempted to regulate practices in their industry, 
purportedly to prevent fraudulent and decep- 
tive techniques from being used. Among the 
provisions of the association’s agreement is one 
that requires members to agree not to hire in- 
dividuals who have been employed by other 
members of the association. 

The defendant in this action argues that the 
provision attacked is designed to prevent one 
firm from hiring a salesman who has been dis- 
missed by another firm for using dishonest tech- 
niques. But, as the Court points out, the provi- 
sion is not limited to persons discharged for 
dishonesty—it applies to all employees. Its ef- 
fect, therefore, is to discourage experienced em- 
ployees from moving to other firms, particularly 
those that might be formed or are growing rap- 
idly. The effect of the agreement, then, would 
be to make it difficult for new competitors to be- 
come established or to grow. In view of this pos- 
sible effect, the Court concludes that the Com- 
mission was fully justified in ordering its use 
stopped. 
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of these earlier writings. It has been de- 
signed to furnish the theoretical base for a 
companion volume which will treat more 
fully the tools and techniques of regional 
analysis. 

Professor Isard takes issue with the “An- 
glo-Saxon Bias” which has been pre-occu- 
pied with the time element in economic 
analysis and thereby has tended to ignore 
the spatial aspect of economic development. 
As Alfred Marshall put it in his Principles 
of Economics at the turn of the century: 
“The difficulties of the problem depend 
chiefly on variations in the area of space, 
and the period of time over which the mar- 
ket in question extends; the influence of 
time being more fundamental than that of 
space.” Professor Isard has set out to redress 
this alleged imbalance in the Anglo-Saxon 
literature which has characterized the half- 
century to follow Marshall’s famous dictum. 
Yet, in the process of doing so, he may have 
gone too far the other way. It is one matter 
to stress the importance of location for eco- 
nomic analysis and to urge its recognition 
as an explicit variable in spatial and re- 
gional frameworks of the market economy. 
It is another matter to claim that space 
dimensions equal time in importance for 
understanding the dynamic interplay of eco- 
nomic forces. For the time element is con- 
cerned with unraveling the all-pervasive ex- 
pectations of an uncertain future while 
space is but one among several determi- 
nants in the record of man’s adaptation to 
his physical environment. 

Be this as it may, marketing experts need 
little persuasion to concede that location is 
vital to market and supply-area analysis. 
They will study with interest, therefore, 
Professor Isard’s approach in tracing some 
basic development processes through space 
(Chapter 1), his survey of other location 
theories (Chapter 2), his account of empiri- 
cal regularities in the space economy (Chap- 
ter 3), his spatial concepts (Chapter 4) to 
formulate in a more rigorous way the loca- 
tional equilibrium of the firm (Chapters 5 
and 6), his market and supply-area analysis 
(Chapter 7), his discussion of agglomeration 
economies (Chapter 8), his remarks on the 


interrelations of location and trade theory 
(Chapter g), and his mathematical restate- 
ment of a general location theory (Chapter 
10). These chapters develop a consistent 
logical framework for the three basic loca- 
tion forces mentioned by Alfred Weber in 
his classic work Ueber den Standort der 
Industrien: transport cost differentials, la- 
bor cost differentials, and economies of 
scale. The latter is not limited to large-scale 
internal economies within a single estab- 
lishment but applies as well to external 
localization economies for all firms in the 
same industry and, most importantly, to 
urbanization economies for all members of 
the economy as a result of income agglom- 
eration in population centers. It is this lat- 
ter factor which accounts for the dominant 
role of metropolitan areas in economic 
growth. 

A key concept in Professor Isard’s scheme 
is the transport input, defined as the move- 
ment of a unit weight over a unit distance 
(p. 79). Transport inputs describe the pro- 
duction costs required to overcome space, 
and the locational equilibrium of the firm 
can then be defined by the geographical 
position which will minimize total cost 
when explicit recognition is given to trans- 
port as one among several distinct cost 
items. In previous writings, Professor Isard 
had termed the movement of a unit weight 
over a unit distance a distance input. This 
reviewer prefers the earlier terminology, as 
it suggests the more general significance 
of distance barriers in economic analysis. 
Transportation is not the only cost incurred 
in efforts to extend the market area. Custom 
and tradition, language and other means of 
communication, political and status differ- 
ences, tariffs and other special taxes—all 
may limit the size of the market much more 
effectively than physical distance. Transport 
inputs are thus but a special case among 
a broader category of costs incurred to over- 
come distance, just as traditional trade the- 
ory has sometimes been called the special 
case of a more comprehensive location 
theory. 

The classical theory of international trade, 
concerned with the most obvious political 
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barriers to a perfect market, treats separate 
countries as spaceless points and abstracts 
from the spatial dimensions of domestic 
markets by ignoring domestic transporta- 
tion costs. Professor Isard’s location theory, 
on the other hand, emphasizes the geo- 
graphic space factor at the neglect of other 
barriers to perfect mobility. His conceptual 
framework, though, permits readily enough 
the explicit recognition of “distance inputs” 
other than physical transportation costs. 
These can be defined in accordance with the 
concrete purposes of the analysis, and loca- 
tion theory in a broader sense then merely 
suggests the wide variety of cost and de- 
mand variables implicit in any market situ- 
ation which can be made explicit whenever 
they appear of critical importance for the 
problems under investigation. 

The general theory of location and space 
economy evolved in the present book is of 
little direct utility for handling specific pol- 
icy problems. Professor Isard promises, how- 
ever, to bring location theory “closer to 
reality” in a second volume where he will 
present less general theoretical constructs 
which should be more useful for applica- 
tions to such day-to-day problems as city 
planning, urban renewal, land use, and 
marketing analysis. His past work has raised 
high expectations on the part of all who 
wish to gain more penetrating insights into 
the role of location as a determinant of eco- 
nomic processes in the real world. 

WERNER HOCHWALD 
Washington University 


CONSUMPTION AND BUSINESS FLUC- 
TUATIONS: A CASE STUDY OF 
THE SHOE, LEATHER, HIDE SE- 
QUENCE, by Ruth P. Mack. (New 
York: National Bureau of Economic 
Research, 1956. Pp. 293. $7.50.) 


This volume reflects the approach and at- 
titude as well as the skill one has come to 
expect from the National Bureau of Eco- 
nomic Research. As indicated by its subtitle, 
the study is concerned with the fluctuations 
in the sequence of activities from the pur- 


chase of shoes by consumers back through 
the stages of shoe manufacturing, tanning, 
and hide production. Numerous monthly 
time series (seasonally adjusted) covering 
the period 1921-1940 were used to give an 
insight into the propagation of activity in 
each of the successive stages in the shoe- 
leather-hide sequence. It is a clearly written 
and thoughtful empirical analysis of a sub- 
ject potentially difficult to present with en- 
gaging literary style. 

Although this is primarily a statistical 
study, the volume is interspersed with vivid 
descriptive material pertaining to the pro- 
duction activities which take place in the 
time it takes “hides to move from the back 
of a newly slaughtered steer to the feet of 
the man who may wield the knife.” But it 
is evident that Mrs. Mack employs this in- 
dustry to exemplify as well as to develop 
concepts which have broader significance 
than the interpretation of fluctuations in 
one industry. 

An innovation in the study of fluctua- 
tions is the concept of subcycles, defined as 
“movements distinctly shorter in duration 
and also slighter in intensity than those 
designated specific cycles, which neverthe- 
less seem to be found in many of the series 
at about the same time” (p. 33). The mini- 
mum duration between peaks or troughs 
of subcycles is set at five months in compari- 
son with the National Bureau specific cycle 
turning points which are separated by more 
than a year. The periods of expansion and 
contraction which qualified as subcycles in 
each of 22 series in the shoe-leather-hide 
group were identified and analyzed against 
a subcycle reference chronology established 
for the industry. The index of conformity 
of the specific subcycles to the subcycle 
reference chronology is fairly high, as one 
would expect from closely related time se- 
ries. However, this reviewer is left with the 
uncomfortable feeling that the selection of 
the turning points for such short move- 
ments is not always easily justified in the 
light of the irregular movements present in 
each series. 

The author believes that subcycles may 
be a more pervasive type of fluctuation, and 
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she indicates that many broadly based series 
reflecting subcycle fluctuations in producers’ 
and consumers’ goods generally show high 
conformity to the subcycle chronology de- 
veloped for the shoe-leather-hide sequence. 
Ruth Mack might better have presented her 
case for the ubiquity of subcycles by using 
a subcycle chronology other than that devel- 
oped from the shoe-leather-hide series. Nev- 
ertheless, a new genre of cycles shorter than 
that recognized in the National Bureau 
analysis (“more than a year” seems to mean 
at least fifteen months) appears to fill a 
gap created by an arbitrary limitation in 
the duration of fluctuations considered cy- 
clical as distinct from episodic. At the same 
time, the hazards of confusing subcycles 
with episodic movements or errors of meas- 
urement increase; however, no recognition 
is accorded these elements by the author. 

Uniformities in the nature of fluctuation, 
as indicated by the subcycle reference 
frame, invite explanations of causation. 
Much of the examination at each stage of 
the production sequence in the shoe-leather- 
hide industry is directed to finding the an- 
swers to these questions: (a) what specific 
factors account for the increasing ampli- 
tude of fluctuation as one moves from con- 
sumer purchases of shoes to their production 
and the diminution in fluctuation at the 
more remote stages of production; and (b) 
why do the various stages of production 
tend to exhibit turning points at about the 
same time in view of the fact that the 
process of production from hide to shoe 
must take at least five months? 

Subcycles in retail sales, Ruth Mack finds, 
follow the course of personal income with 
surprising fidelity. As expected, the income 
elasticity of demand for shoes—as estimated 
from a multiple regression of sales on dis- 
posable income and prices—is less than 
unity. We also find documented what men 
have suspected for years: the downward 
trend in per capita shoe sales may be ex- 
plained by the decline in the sale of men’s 
shoes while women are apparently better 
shod than ever. 

Subcycles in sales are transmitted back 
to manufacturers with increased amplitude 


during a period of expansion as retailers 
augment their inventories to service the 
higher level of retail sales. Retailers’ orders 
roughly double the fluctuation initiated by 
consumers; this acceleration is further mag- 
nified by shoe manufacturers in their orders 
for tanned leather, at least for upper leather 
which is too specific in respect to style for 
shoe manufacturers to hold in large quan- 
tities. Tanners, in turn, meet the increased 
demand from the large inventories of in- 
process or finished leather which they hold. 
Ordinarily, tanners purchase their stocks of 
hides as they become available so that their 
purchases of inputs tend to exhibit less 
variability than their sales. The most inter- 
esting and original aspect of this description 
of the vertical transmission of fluctuation is 
the emphasis placed upon the specific fac- 
tors which at each stage influence enter- 
prisers’ decisions concerning their stock 
ownership position and the extent to which 
these factors contribute to the arresting or 
augmentation of fluctuation in the succeed- 
ing stage. 

While numerous valuable insights into 
the factors which influence inventory invest- 
ment decisions are provided, the generally 
excellent discussion of these matters is, in 
this reviewer’s opinion, weakened by the 
omission of any reference to the rate of in- 
terest. According to one theory of the busi- 
ness cycle, the relationship of the rate of 
interest to merchants’ stocks is of strategic 
importance. It would seem, then, that if the 
short-term interest rate is pertinent any- 
where, its importance should have been rec- 
ognized in this case study. 

Intertwined with the author’s description 
of the amplitude acceleration of demand is 
the search for an explanation of the virtual 
synchronous-timing relationship which ex- 
ists at the subcycle turning points. That 
shoe output should reach subcycle peaks 
and troughs about the same time as retail 
sales is explained by an interesting modi- 
fication of the acceleration principle. Its 
basis lies in the attempt of retailers to ad- 
just their inventories for unintended stock 
change by placing orders for shoes for im- 
mediate delivery. These orders bear the im- 
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print of the rate of change in retail sales 
and typically reverse before sales proper 
reach their turning points. If orders for 
immediate delivery are the guide to pro- 
duction scheduling of shoes and finished 
leather, as is claimed, the lead created 
should be enough to account for the syn- 
chronization between production and con- 
sumption of shoes. The theory is cogently 
presented. 

This volume should prove to be a valua- 
ble reference work for specialists in short- 
term industry fluctuation. Although the 
study is in very specific terms, it makes sev- 
eral important contributions at both the 
statistical and theoretical levels. One can- 
not escape a feeling of impatience at times 
with the intricate statistical analysis neces- 
sarily undertaken to explore a point, but 
the reader will find that the author has 
done a splendid job of writing and that the 
frequent summaries are helpful in fitting 
together the parts of a complicated mosaic. 

PHILIP J. BOURQUE 
Lehigh University 


CURRENT READINGS IN MARKET- 
ING (Revised edition), compiled by 
George F. Frey and Raymond D. Bu- 
teux. (Pleasantville, N. Y.: Printers’ Ink 
Books, 1957. Pp. 238. $3.65.) 

Current Readings in Marketing, which 
the authors plan to revise annually, is de- 
signed as a supplement to standard market- 
ing texts. The specific objectives of the re- 
vised edition are the same as those of the 
original publication, namely: (1) to choose 
material that parallels the organization of 
the most widely used texts in college and 
university elementary courses in marketing 
and (2) to select material on those aspects 
of marketing which are most dynamic and, 
consequently, least adapted to textbook 
treatment. Teachers and students who have 
found the original edition helpful in un- 
derstanding the changing patterns of mar- 
keting and the principles underlying them 
will welcome the revised selection of read- 
ings. 


A total of 53 readings have been assem- 
bled in this edition (as compared with 59 
in the original book), of which 36 appeared 
in the first publication. All but 12 of the 
articles were selected from Printers’ Ink. 
The other sources of material are Business 
Week, Editorial Research Reports, Harvard 
Business Review, THE JOURNAL OF MARKET- 
ING, Magazine of Wall Street, Nation’s Busi- 
ness, Sales Management, Scientific Monthly, 
and Spot. 

With the exception of a new subsection 
entitled “Organizing the Marketing Func- 
tion” (which contains only one article), the 
classification of material is exactly the same 
as that of the previous edition. The organi- 
zational arrangement of the readings and 
the number of readings in each area are as 
follows: 


Section One. The American 
Economy (11) 
1. The Place of Marketing in the Eco- 
nomic Structure (5) 
2. Consumers and Their Relation to 
Marketing (6) 


Marketing 


Section Two. The Components of Distribu- 
tion (11) 
1. Retailing (5) 
2. Wholesalers (3) 
3. Warehousing (2) 
4. Transportation (1) 


Section Three. Techniques of 
(16) 
1. Marketing Research (4) 
2. Marketing Forecasting (1) 
3. Advertising (4) 
4. Salesmanship and Sales Management 
(3) 
5. Sales Promotion (3) 
6. Organizing the Marketing Function 


(1) 


Section Four. Policies (13) 


Marketing 


A. Private Policies (From businessman’s 


point of view) 

1. Product (2) 

2. Price (2) 

3. Channels of Distribution (4) 
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B. Public Policies (Government control and 
free enterprise) 
1. Brands—Trademarks (2) 
2. Consumer Credit (1) 
3. Other Legal Aspects of Marketing (2) 


Section Five. Industrial Marketing (2) 

“A feature of this revision is the carefully 
prepared test questions based on the Read- 
ings. These questions make it possible to 
check and review the articles and the stand- 
ard text used with them.” 


In attempting to assemble “a carefully 
selected and organized set of readings that 
describe up-to-date marketing policies and 
practices,” Frey and Buteux face a difficult 
task. The authors come closest to this goal 
in sections dealing with the place of market- 
ing in the economic structure, consumers 
and their relations to marketing, retailing, 
and advertising. 

In some of the other sections, the authors 
definitely miss their target and may be open 
to criticism on at least two grounds: (1) the 
lack of adequate coverage of certain aspects 
of marketing and (2) the relatively weak 
contributions of various selections. For ex- 
ample, such topics as transportation, ware- 
housing, industrial marketing, marketing 
forecasting, consumer credit, and organiz- 
ing the marketing function are treated in- 
adequately. Moreover, some of the readings 
assembled in the sections on price, product, 
sales management, and wholesalers leave 
much to be desired in a book of selected 
readings. 

The policy of revising Current Readings 
in Marketing annually and the contribu- 
tions made by yearly revisions might be re- 
evaluated. It is noted that 36 of the articles 
in the revised edition also appeared in the 
previous book. Moreover, questions may be 
raised as to whether the deletion and re- 
placement of such articles as “Unusual New 
Services at Point of Purchase,” “Is the 
Trade Mark Declining as a Marketing 
Tool?,” “Warehouse Receipts as Commer- 
cial Paper,” et cetera, actually enhance the 
value of the book. 

On the basis of this review of Current 


Readings in Marketing as well as classroom 
experience with the previous edition, it is 
felt that Frey and Buteux might overcome 
some of the major limitations by: 

1. Reducing the number of readings se- 
lected from Printers’ Ink and relying to a 
greater degree on other sources; this should 
be of help in increasing both the scope and 
depth of the coverage. 

2. Either broadening and balancing the 
readings selected in order to cover more ad- 
equately the topics presented in the table 
of contents or limiting the areas of market- 
ing to be embraced by the book. 

In spite of any criticisms or suggestions 
which have been offered, it is felt that teach- 
ers will find Current Readings in Marketing 
to be a useful supplement to their elemen- 
tary courses in marketing. The book con- 
veniently assembles numerous interesting 
and timely articles, which—when blended 
with the traditional textbook material—can 
only further the students’ understanding 
of the dynamic dimensions of marketing. 


WILLIAM LAZER 
Michigan State University 


FREE PORTS AND FOREIGN-TRADE 
ZONES, by Richard S. Thoman. (Cam- 
bridge, Maryland: Cornell Maritime 
Press, 1956. Pp. 203. $7.00.) 


Perhaps it would be well to begin this re- 
view with a definition of the subject. 

A free port or free zone, according to the 
United States Tariff Commission, “is a 
place limited in extent, that differs from ad- 
jacent territory in being exempt from the 
customs laws as affecting goods destined for 
re-export; it means, simply that as regards 
customs duties there is freedom, unless and 
until imported goods enter the domestic 
market.” Generally, a so-called free port re- 
fers actually to a fenced and patrolled free- 
zone area where ships and goods may enter 
without the application of usual customs 
duties and formalities. Within the free zone, 
goods may be cleaned, packed, or otherwise 
manipulated; and in some free zones they 
may be manufactured, displayed, and sold 
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at wholesale. The terms free port and free 
zone are frequently used interchangeably 
despite a technical distinction. Free port 
is not to be confused with free city, how- 
ever, which was an autonomous political 
unit. 

Professor Thoman, in his book Free Ports 
and Foreign-Trade Zones, deals with the 
principal world ports of this kind. The 
book is composed of six chapters, four ap- 
pendices, and a bibliography. There are 35 
tables and 52 illustrations. The latter, 
which consist of pictures and diagrams of 
the layouts and facilities of various free 
ports, are a highly desirable feature of the 
book. 

The fist chapter deals with definitions 
and the historical development of free 
ports. There are two types of free ports or 
free zones: those of the industrialized na- 
tions of Europe and of the United States 
and those of less-industrialized areas such 
as the free ports of Hong Kong, Singapore, 
and Monrovia, Liberia. In some cases, free 
ports provide commercial facilities to na- 
tions that do not have direct access to the 
sea. Examples of this type are Arica, Chile, 
which is the entrepét for Bolivia; and 
Beirut and Tripoli, in Lebanon, used by 
countries to the east. There is an interesting 
discussion of the free ports of ancient 
Greece and Rome and of those of the Mid- 
dle Ages, all forerunners of present-day free 
ports. 

The free ports of the German Federal 
Republic are dealt with in Chapter II. 
There are six of these: Hamburg, Cux- 
haven, Bremen, Bremerhaven, Emden, and 
Kiel. In each case, the free port occupies 
only a section of the total port facilities. 
Some of these German free ports are rem- 
nants of former free city-states. The Ger- 
man free ports are the most successful of 
any group, and the largest section of the 
book is devoted to them. 

Although tht chief purpose of free ports 
is supposed to be the handling of re-exports, 
the author points out that actually most of 
the merchandise entering the free ports of 
Germany as well as that entering other free 


ports of Europe and of the United States is 
not re-exported at all but enters the host 
country. Furthermore, in the case of Ger- 
many, a larger proportion of the foreign 
merchandise entering bonded warehouses 
was eventually re-exported than of like mer- 
chandise entering the free port. Re-exports 
from bonded warehouses and minor free 
ports accounted for over 45 per cent of all 
West German re-exports in 1953. 

Chapter III deals with Copenhagen, Den- 
mark, and the Swedish free ports of Stock- 
holm, Goteborg, and Malmo. These, the 
free ports of Scandinavia, are modeled on 
those of Germany. They tend to be small 
in size; they occupy deep water facilities; 
and there is no manufacturing in the three 
Swedish ports, although it is legally permis- 
sible. As with the German free ports, there 
is relatively little re-export from the Scan- 
dinavian free ports. Most of the storage 
facilities are devoted to commodities of high 
value and high tariff duty which are ulti- 
mately destined for import into the host 
nation. By storing in the free port, the im- 
porter is enabled to warehouse his mer- 
chandise in a convenient location and at the 
same time delay tying up his capital in im- 
port duties until the latest possible minute. 

Alternative systems to free ports are dis- 
cussed in a short Chapter IV. It is pointed 
out that the United Kingdom, the Nether- 
lands, Belgium, Norway, and Finland have 
no free ports but that London, Rotterdam, 
and Antwerp, nevertheless, rank among the 
world’s most active seaports. These ports 
utilize various types of bonded warehouses 
and to some extent drawbacks instead of 
the free-port system. In 1953, nearly one 
half of the total tonnage entering the Neth- 
erlands was forwarded immediately to other 
nations or re-exported. Rotterdam, which 
has no free port, proclaims itself to be 
“freer than a free port” by utilizing a sys- 
tem of government controlled quayside cus- 
toms sheds and bonded warehouses. This is 
one of many demonstrations of the effective- 
ness of bonded warehouses as compared 
with free ports. In fact, although still ad- 
ministering free ports, a number of free- 
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port officials are not fully convinced of their 
economic advantages compared with other 
tariff-relief devices. 

The foreign-trade zones of the United 
States are dealt with in Chapter V, while 
a final short Chapter VI embodies a sum- 
mary of the book. 

Since passage of the Foreign-Trade Zones 
Act in 1934, seven foreign-trade zones have 
opened in the United States: at New York, 
Mobile, New Orleans, San Francisco, Los 
Angeles, Seattle, and San Antonio. The Mo- 
bile and San Antonio zones have closed, 
and the Los Angeles zone has announced 
its intention to close. Of the four remaining 
foreign-trade zones, only two—New York 
and New Orleans—have operated at a profit 
and this a small one. The outlook for for- 
eign-trade zones in the United States is not 
too bright. We have always had a relatively 
small re-export trade, chiefly because of geo- 
graphic factors. Most of the merchandise 
which has gone into our foreign-trade zones 
has eventually been imported through the 
United States Customs. Probably not more 
than 15 per cent has been re-exported. The 
business of bonded warehouses, which are 
the chief competitors of foreign-trade zones, 
has doubled since the initiation of our for- 
eign-trade zone system. In contrast, the busi- 
ness of our foreign-trade zones has been 
erratic with no steady upward trend. Since 
1954, the total value of merchandise han- 
dled by our foreign-trade zones has been less 
than g per cent of that handled by bonded 
warehouses. The indications are that up to 
now our foreign-trade zones have been of 
limited importance in our world commerce 
and that their future is somewhat prob- 
lematical. 

The book Free Ports and Foreign-Trade 
Zones is a valuable contribution to the lit- 
erature on a subject about which there has 
been little written in this country. It con- 
tains a great deal of authoritative and inter- 
esting information which Professor Thoman 
apparently took considerable pains to as- 
semble. 

PAUL V. HORN 
New York University 


MARKET RESEARCH METHODS IN 
EUROPE, by Dr. Clodwig Kapferer 
(Paris: The European Productivity 
Agency of the Organization for Euro- 
pean Economic Co-Operation, 1956. 
Pp. 189. $1.50.) 


The foreword of Market Research Meth- 
ods in Europe states that it was prepared 
primarily for a European audience of “‘busi- 
nessmen, trade associations and professional 
institutions, productivity centers and pub- 
lic authorities.” This reviewer, however, 
has considered it from the point of view of 
its relative usefulness to U. S. businessmen 
and to teachers of marketing or foreign 
marketing. By this perhaps unfair standard, 
the book leaves an uneven impression, al- 
though it must be regarded as a praise- 
worthy effort in a field hitherto neglected. 

What sorts of marketing research can be 
carried on in the various European coun- 
tries by competent firms with on-the-spot 
organizations? There is a rather thorough 
discussion of the types of work available in 
the several countries. The reader is struck 
by the variety of services available—particu- 
larly in the consumer field. The author him- 
self makes the judgment that “while Euro- 
pean market research has come up to the 
United States level in analyzing consumer 
goods markets and media research, having 
even explored new ways here and there, it 
is lagging behind current developments 
where capital goods are concerned.” In the 
main, the type of work done is described 
in a very general way. When specific in- 
stances are cited, the reader almost always 
would prefer more detail. 

What firms are available to do which 
studies? An “annex” contains a surpris- 
ingly lengthy list, country by country, of 
marketing research firms complete with 
postal addresses. But there is no indication 
as to which firm does what kind of work ex- 
cept insofar as the reader is able, in some 
instances, to cross-reference “one organi- 
zation in Rotterdam . . .” in the text with 


the fact that, according to the annex, there 
is but one such firm in Rotterdam. Further- 
more, the list is by no means complete. For 
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instance, it omits advertising agencies do- 
ing research work and several firms listed 
in the American Marketing Association di- 
rectory. The list, nevertheless, will serve as 
a useful starting point for the U. S. com- 
pany seeking a European marketing re- 
search agency. It is the most complete sin- 
gle list for that area yet available. 

How about new developments in Europe 
which merit study for possible application 
to the U. S. scene? An interesting variant 
to the techniques in common use on this 
side of the Atlantic is the purchasing-power 
panel, which has been set up by a private 
firm in Germany to obtain localized cost- 
of-living data for areas not congruent with 
areas for which government statistics are 
available. Another innovation which is 
described is the “fair test” which attempts 
to evaluate the economic usefulness of com- 
mercial fairs. This technique might be of 
use in evaluating U. S. trade shows, but, 
unfortunately, the description of the meth- 
odology lacks sufficient detail to permit a 
judgment. 

How useful are European government 
and trade association statistics? Considering 
the relative brevity of the book, little more 
than high lights could be expected. From 
the evidence cited by the author, it appears 
that in most instances both government and 
trade association statistics lag behind those 
of the U. S. 

How much does marketing research cost 
in Europe? Dr. Kapferer quotes figures 
which could serve as useful benchinarks for 
general estimating purposes: 


For relatively frequent interviews on a 
quota basis, with a duration of some 
thirty minutes and a number of respond- 
ents of some 1,000, the comparable cost 
per interview in ordinary consumer goods 
surveys may be given as follows: 


Country Approximate minimum rate 
Belgium Belg. Fr. 100 
Netherlands H. Fl. 6 
Switzerland Sw. Fr. 10 
Western Germany DM 7 


Translated into U. S. dollars at the current 


free rate, Dr. Kapferer’s figures would ap- 
proximate the cost as follows: 


Belgium $1.99 
Netherlands 1.53 
Switzerland 2.33 
Western Germany 1.66 


What is the European literature in the 
field of marketing research? An extensive 
bibliography is presented, including items, 
articles, available survey results (which 
come closest to giving specific ideas of what 
actually is happening), and a list of periodi- 
cals in the field. Unfortunately, many of 
these references go back to the early 1930's. 
One questions their current usefulness in a 
field so dynamic as marketing research. 

A pioneering effort in its field, Market 
Research Methods in Europe is useful in 
spite of the handicaps natural to such a 
book—incompleteness of information and 
treatment and, to some degree, lack of or- 
ganization and emphasis. The language is 
often more complicated than necessary—for 
example, “one essential task of market re- 
search is to find qualitative expression for 
mass-phenomena’—and employs European 
terminology such as “technical rationalisa- 
tion,” which make for difficult reading. 
But it opens gates hitherto closed and, with 
its several “annexes,” provides a fund of 
information on marketing research in Eu- 
rope which has not before been readily ac- 
cessible to interested parties on either side 
of the Atlantic. 


RICHARD F. ARMKNECHT, JR. 
Harvard University 


THE ROLE OF AIR FREIGHT IN PHYS- 
ICAL DISTRIBUTION, by Howard 
T. Lewis, James W. Culliton, and Jack 
D. Steele. (Boston: Graduate School of 
Business Administration, Harvard Uni- 
versity, 1956. Pp. 180. $2.50.) 


This long-awaited report initiated in 
1953 Was written upon entirely safe ground. 
It makes little contribution and stirs no 
controversy. No forecasts are made, thus 
eliminating it from any criticisms on meth- 
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odology or of being either too optimistic 
or pessimistic. The title of the report is 
somewhat misleading in that the report 
deals principally with the characteristics of 
air freight and its market rather than with 
its actual “role.” In this sense, the report 
is disappointing to those who had hoped for 
some more far-reaching discussion. In sum- 
mary, the report describes primarily a situ- 
ation that exists and makes few recommen- 
dations on how to improve the situation. 

The report itself consists of five chapters 
and two case studies. Chapter I on “Char- 
acter, Size, and Scope of Air Freight” and 
Chapter II on “Characteristics of the Mar- 
ket—Users” contain very little that has not 
already appeared in previously published 
books and articles. Chapter III on “Air 
Freight and the Physical Distribution Func- 
tion of Business” is an excellent discussion 
of the “understanding of the traffic function 
as an integral part of procurement and dis- 
tribution,” something which standing alone 
is a real contribution in the effort to have 
distribution management accorded recogni- 
tion by industrial top management. It, how- 
ever, is as applicable to all transportation 
as to air freight. 

Chapter IV on “Market Characteristics— 
Potential Users” provides a good descrip- 
tion of some valid reasons why many poten- 
tial users of air freight have not been 
converted to actual users. These reasons, 
however, are well known generally and have 
been worked and reworked many times. 
One implied recommendation in this chap- 
ter, which some airlines could put to good 
use, is that the airlines should refrain from 
“sending boys out to do a man’s job,” that 
is, sending inadequate air-freight salesmen 
to call on inadequate (in the sense of au- 
thority) traffic men. In other words, the use 
of air freight is dependent upon top indus- 
trial management decisions regarding over- 
all procurement, production, and distribu- 
tion and, therefore, top airline management 
—if really interested in developing air 
freight—should send adequate personnel to 
contact and convince top industrial man- 
agement. 

Chapter V on “Conclusions and Sugges- 


tions” recommends particularly that poten- 
tial users employ the use of economy stud- 
ies, popularly called “Operations Research,” 
to convince themselves of the potential ad- 
vantages of using air freight. This is a valid 
suggestion applicable to any business prob- 
lem involving more than one alternative— 
it is not unique in its application to the 
use of air freight. And valid as it is, who is 
going to show industrial managers how to 
use “Operations Research” methods? 

The two case studies following the five 
chapters are just “case studies.” They are 
not and do not pretend to be typical. As 
such, they can be used as examples, but 
they do not make an outstanding contribu- 
tion. 

All things considered, the report must be 
disappointing to the three airlines and one 
air freight forwarding organization who fi- 
nanced it. (Incidentally, there is no dis- 
cussion of freight forwarding as a factor in 
air freight development, past or future.) 
Except for the implied recommendations 
with reference to selling, the report pro- 
vides its sponsors and other interested car- 
riers with few suggestions as to what they 
can do about the “role” of air freight. The 
absence of forecasts on which the carriers, 
aircraft producers, regulating agencies, and 
users could act and plan is most disappoint- 
ing. The report lacks an index as well as a 
bibliography. Few footnote references to 
sources are given. The publication’s value 
other than as a general summary report ap- 
pears very limited. 

CHARLES F. HEYE 
University of Maryland 


READINGS IN MARKET RESEARCH: 
A SELECTION OF PAPERS BY 
BRITISH AUTHORS. (London: The 
British Market Research Bureau Ltd., 
1956. Pp. 235. $5.00.) 

A sipper at this spring might wonder (1) 
if the British are nearly a decade behind us 
or (2) why they bothered to reproduce such 
elementals. A deeper drink can be reward- 
ing. The British treat their scientific method 
with more humor (reserved) and skepticism 
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(rampant) than most of us in this erstwhile 
colony. Remarkable also is the unusual 
amount of useful detail presented in sev- 
eral methodological articles. 

The difficulty is in judging whether 
American practitioners will find these pa- 
pers instructive or merely interesting read- 
ing. Learners would undoubtedly profit 
from this collection. Anglophiles will be 
delighted. Pushers against the frontiers of 
knowledge probably would feel disap- 
pointed. 

The 15 papers include: The Statistical 
Approach, M. G. Kendall, 1950—a broad 
outlook on statistics; the Register of Elec- 
tors as a Sampling Frame, P. G. Gray, T. 
Corlett and Pamela Frankland, 195;0—how 
they do national sampling in England and 
Wales; The User’s Point of View, R. N. 
Wadsworth (of Cadbury Brothers, Ltd.), 
1953—a wholly delightful interlude of prag- 
matism; The Gallup Poll and Some of Its 
Problems, H. Durant, 1954—concise and 
candid; B.B.C. Audience Research, R. Sil- 
vey, 1954—amazing detail on far broader 
coverage than our commercial varieties; 
Sample Surveys and the Administrative 
Process, L. Moss, 1953—a fuller view of 
actual governmental use of research than 
usually is presented. 

Other papers are: the Proportion of Ju- 
rors as an Index of Economic Status of 
a District; Interviewers and Interviewing; 
The Function of Coding; The Work of a 
Coding Section; Retail Audit Research; 
The Methods of the Savings Survey; and 
an Introduction: A Survey of Market Re- 
search in Great Britain. 


DONALD F. BLANKERTZ 
University of Pennsylvania 


OPERATIONS RESEARCH: A _ BASIC 
APPROACH, Special Report #13. (New 
York: American Management Associa- 
tion, 1956. Pp. 111. $3.75. AMA mem- 
bers: $2.50.) 


Operations research is a new field of ap- 
plied science with broad applications in 
national defense, government, and industry. 


It has a society, an expanding literature, a 
jargon, and a vigorous program of propa- 
ganda. Yet, as recently as 1953, a survey of 
143 companies conducted by Harvard Busi- 
ness School students showed only 10 com- 
panies using operations research (“OR’’) 
techniques and only 23 others considering 
their adoption. The position of the Ameri- 
can Management Association is, however, 
that OR can provide executives “with a 
better and more factual basis on which to 
make their operating decisions.” It, there- 
fore, sponsored an orientation seminar in 
January 1956. This volume collects the pa- 
pers presented at that conference. 

The report is divided into eight chapters, 
each by a different author. Chapter 1, sub- 
titled “A Challenge to Management,” de- 
fines operations research as a_ scientific 
methodology, analytical, experimental, and 
quantitative which assesses the over-all im- 
plications of alternative courses of mana- 
gerial action. Its declared approach is that 
of model building, that is, the formulation 
of an analog of a problem. Chapter 2 fo- 
cuses on basic requirements for successful 
organization of OR functions with empha- 
sis on the interplay of human and economi 
forces in management. Chapter 3 under- 
scores the need for coordination of effort 
and communication of objectives in intro- 
ducing such novel techniques to manage- 
ment. The author illustrates his point by a 
brief review of a well-publicized case where 
operations research helped a company to 
achieve effective utilization of new drag- 
line equipment. Chapter 4 outlines a novel 
approach to forecasting and control of sales 
in a retail organization. Chapter 5 sketches 
a linear-programming solution to a facilities 
location problem. Chapter 6 presents a pro- 
vocative approach to laboratory manage- 
ment with special reference to the analysis 
of contract pi: posals. Chapter 7 discusses 
the widely known program, successfully un- 
dertaken by United Air Lines, to analyze 
aircraft routing and maintenance. The final 
chapter reviews briefly the antecedents of 
OR, including Taylor’s introduction of sci- 
entific management, the development dur- 
ing World War II of procedural analysis, 
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and the gradual crystallization since 1945 
of the discipline into its present form. It 
also admits to certain shortcomings in OR. 
The point is made that the extension of OR 
will depend partially on developments in 
theory, imaginative use of techniques, and 
the training of competent personnel. The 
most important determinant, however, will 
be the ability of operations research practi- 
tioners to communicate their ideas to their 
clients. 

Certain aspects of this report deserve spe- 
cial mention. To begin with, the authors 
obviously share an enthusiasm for OR and 
confidence in its techniques. They are also 
circumspect in their claims for OR. There is 
no suggestion, for example, that it is a cure- 
all for all business headaches. Missing, too, 
is the tendency to exaggerate the role of 
the physical scientist in OR, often played 
up heavily in the literature. Instead, con- 
siderable stress is laid on coordination of 
OR with other management functions. Per- 
haps the most significant aspect of OR— 
regardless of the field of application—is one 
recognized by United Air Lines. That is the 
need for accumulating data which truly 
measure an operation and enable manage- 
ment to manage. Parenthetically, merely or- 
ganizing to obtain such data often leads to 
fundamental re-examination of business op- 
erations. 

The report might, on the other hand, en- 
counter rough sledding from the true skep- 
tic. To illustrate, it is questionable whether 
it succeeds in explaining clearly the essen- 
tial character of operations research and 
how it differs from such techniques as indus- 
trial engineering, quality control, market 
research, applied mathematics, and econ- 
ometrics. Here the authors have some ex- 
cuse, for even the constitution of the Op- 
erations Research Society of America merely 
states as the Society's objective “the advance- 
ment of Operations Research.” Further- 
more, the operational value of OR to an 
organization is never spelled out in dollars 
and cents. Finally, the difficulty of getting 
the operations research message across is 
multiplied by repeated references to unde- 
fined techniques foreign to most executives 


—game theory, information theory, queu- 
ing theory, search theory, servomechanism 
theory, symbolic logic, and value theory. 

The fact is that OR—to paraphrase a re- 
cent New Yorker advertisement—is not a 
hooker of mathematics. Rather, as P. M. 
Morse has noted, it is concerned with an 
attempt to understand in the scientific sense 
and to uncover regularities in a phenom- 
enon so that it can be controlled or mod- 
ified. Its purpose is the study—not of mat- 
ter or of individual men or machines—but 
of an operation as a whole. Only in special 
cases does the analysis of OR problems re- 
quire a sophisticated species of mathematics, 
abetted by the high-speed calculator. Actu- 
ally, many problems will yield to simple 
arithmetic or the employment of that most 
versatile of tools—common sense. 

Whatever the approach, there is consider- 
able confidence expressed that operations 
research will greatly improve the rapidity 
and general quality of business controls. It 
is hoped that this report and its companion, 
AMA Special Report No. 17, will help to 
speed the adoption of operations research 
techniques where they can be properly and 
profitably employed. 

WILLIAM W. WRIGHT 
Corning Glass Works 
Corning, New York 


CONSUMER RESEARCH WITH PRO- 
JECTIVE TECHNIQUES, by Dietz L. 
Leonhard. (Shenandoah, Iowa: Ajax 
Corporation, 1955. Pp. 151. $2.00.) 


This monograph is subtitled “A case re- 
port of theory and successful experimenta- 
tions in market and marketing research.” 
The original monograph received the 1955 
Honor Award of the Chicago Chapter of 
the American Marketing Association for a 
Contribution to the Advancement of Sci- 
ence in Marketing. It is based on work done 
while Mr. Leonhard was Director of Mar- 
ket Research with Oscar Mayer & Company 
at Madison, Wisconsin. Mr. Leonhard is 
currently Director of Market Research at 
Tidy House Products Company, Inc., of 
Shenandoah, Iowa. 
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The monograph consists of two parts. In 
the first, the author discusses the obstacles 
to obtaining motivational information 
from consumers by direct questioning and 
presents a rationale supporting thematic ap- 
perception tests and related techniques as a 
partial solution to this problem. The sec- 
ond section contains case studies from the 
author’s experience. These are presented in 
commendable detail, are interesting re- 
search problems, and are generally perti- 
nent to important management decisions. 

The researches described in the “case” 
section are as follows: 


Case No. 1—A new product outside of 
the company’s existing “family” of products 
has been developed. Will the company’s 
reputation with consumers overcome any 
negative reaction to this departure, or 
should the company market the product 
under a new name? What might motivate 
consumers to buy the product? Respondents 
were asked to “tell a story” about each of a 
series of pictures (photographs) showing the 
product being prepared and served. The re- 
sponses suggested some useful copy themes, 
but the first question was not answered. 

Case No. 2—Redevelopment of a well-es- 
tablished product entailed elimination of 
an ingredient thought by experts to be a 
vital characteristic of the product. Would 
consumers feel that this elimination was 
tantamount to deception—that is, did they 
really consider the ingredient as important 
as the experts? A modified thematic apper- 
ception or “story-telling” technique, stimu- 
lated by a situation sketch, appears to solve 
the problem adequately. 

Case No. 3—The question arises whether 
a manufacturer should continue to package 
a grocery product in clear plastic film or 
switch to a tinted translucent package. The 
respondent was asked to describe the pur- 
chaser of four grocery items (three plus 
the experimental item) which were dis- 
played before her. Then, she was asked why 
she supposed the purchaser picked the dis- 
play item rather than its alternate, which 
the interviewer displayed at this point. The 
results here are interesting, especially a lack 


of carry-over of the “preferred” packaging 
material to another product tested. (The 
text does not indicate, however, how the 
statement of preference was elicited.) The 
detailed replies seem to have suggested some 
underlying reasons for the shift in prefer- 
ence. 

Case No. 4—This is a collection of illus- 
trations viewed as modified role playing. 
Several consist in asking the respondent 
which of several types of persons would be 
most likely to buy a product previously de- 
scribed or presented to her. Would it not 
be useful to ascertain also what the respond- 
ent thinks of the various types, which she 
identifies herself with, which she admires, 
which embody her own aspirations for the 
future, etc.? 


Psychologists and statisticians will find 
statements to challenge in Mr. Leonhard’s 
general section. The author does not pre- 
sent himself as an “expert” in either area 
but, rather, as a market researcher seeking 
greater effectiveness by employing methods 
found useful in clinical psychology. The 
chief value of the monograph is its descrip- 
tion of this attempt. Most of the examples 
cited no doubt resulted in “better” answers 
than a “conventional” approach would have 
produced. This reviewer would suggest, 
however, two broad questions: 


1. What problems are involved in apply- 
ing techniques designed for individual di- 
agnosis and guidance to a field which must 
deal with large groups? In clinical work, 
there are a series of observations relating to 
an individual, his own behavior or moti- 
vational pattern constituting the universe 
of investigation. In marketing applications, 
the observations relating to each individual 
are comparatively limited. Certainly, there- 
fore, there are errors in the original observa- 
tions aside from the problem of generaliz- 
ing from the sample to the universe of con- 
summers. To say that the data are after all 
only qualitative does not solve this prob- 
lem. It intensifies it, though the means for 
dealing with it may not be immediately at 
hand. 

2. If we are to improve or clarify our 
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basic observations, are we not forced to re- 
view critically the theory of consumer moti- 
vation guiding our research? Here, again, 
a difference arises between clinical and 
marketing applications. Are not the clinical 
applications of motivational theories aimed 
at getting the subject to understand his own 
motivations? Is this not different from em- 
ploying a motivational theory to develop 
techniques to direct behavior along certain 
paths? Finally, can explanations of behavior 
found useful in promoting individual self- 
understanding be assumed to be equally 
valid (effective) in inducing behavior or at- 
titudinal changes en masse? 


The use of these techniques is certainly 
a step forward. After all, conventional “‘rea- 
son why” questions flow from a very super- 
ficial view of motivation. But control of ob- 
servational errors may require expensive 
field costs per interview; this, in turn, 
heightens the need for proper sampling and 
experimental designs; and, finally, I won- 
der if we do not need to test our motiva- 
tional theories in our own sphere of appli- 
cation rather than to accept them for their 
successes in other possibly critically differ- 
ent applications. 

WILLIAM S. PETERS 

Montana State University 


MODERN PUBLIC OPINION, by Wil- 
liam Albig. (New York: McGraw-Hill 
Book Company, Inc., 1956. Pp. 518. 
$6.50.) 


It is harping on the obvious to point out 
to the marketer and the market researcher 
that the study of public opinion processes 
is basic to their work. As a member of an 
“industry” spending not less than $100 mil- 
lion annually on research (Preface, p. 4), 
each is fully aware of the contributions that 
an understanding of these processes can 
make to his comprehension of consumer de- 
cision making. 

Professor Albig’s book reads well and is 
interesting. The most sweeping adverse 
criticism that this reviewer can make is that 
the book is too short. That criticism is, of 


course, completely unfair to Professor Al- 
big or to any author who tries to compress 
such an overwhelming area between the 
covers of a single volume. One of the pur- 
poses of a general text is to whet the ap- 
petite of the reader, and this Professor Al- 
big accomplishes. For example, in his sec- 
tion on “The Measurement of Opinion and 
Attitude,” the author devotes fourteen lines 
to Guttman Scales. There is no mention in 
this chapter of the contribution of Paul 
Lazarsfeld in this area through Latent 
Structure Analysis. Except for a footnoted 
reference to Weschler’s article on indirect 
methods of attitude measurement, there is 
virtually no discussion of the use of pro- 
jective devices to measure public opinion. 
As another example, the chapter on “The 
Leader and Personal Symbolism” might 
have benefited from enlargement to include 
discussion of thought leadership in small 
groups. 

Several sections will be of particular in- 
terest to those concerned with advertising 
and advertising research. These are Parts 
IV (Opinion Change) and V (Mass Media). 
Part IV, among other things, deals with 
propaganda as an element in the opinion 
process. 

Inevitably, for a book of this type, there 
is a chapter on polling (Chapter 11—Poll- 
ing: How and Why). This chapter could be 
improved at a number of points. Just two 
or three of these are the following: First, 
although the author keeps referring to the 
Fortune (Roper) polls in the present tense, 
they have not been conducted since 1949 or 
1950. Second, the furor of the last five years 
on the use of projective devices in opinion 
measurement is swept aside with “. . . com- 
mercial polling has thus far been of little 
significance in developing methods of re- 
cording attitudes” (p. 199). Then, in re- 
viewing the contents of questions asked in 
polling, he states “. . . it may well be that 
the most significant questions are rarely 
asked” (p. 202). One condition for signif- 
icance is implied in the following state- 
ment, ““The most important questions for 
the social scientist are those which either by 
repetition or by the variety of questions on 
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one topic permit of assumptions regarding 
the process of attitude and opinion change” 
(p. 200). Professor Albig’s comments seem to 
be based on the poll reports he sees in the 
newspapers. For a more accurate judgment, 
he should try to see the files of long-estab- 
lished organizations such as National Opin- 
ion Research Center, Opinion Research 
Corporation (particularly the Public Opin- 
ton Index for Industry), Elmo Roper and 
Associates, and many others. The chapter 
on polling is of particular interest for its 
rather detailed description of the recent his- 
tory of election polls. 


IRVING ROSHWALB 
Audits and Surveys Company, Inc. 
New York 


THE AGRICULTURAL COMMODITY 
PROGRAMS, by M. R. Benedict and 
O. C. Stine. (New York: Twentieth 
Century Fund, 1957. Pp. 510. $5.00.) 


The authors of this book provide the 
most complete and detailed analysis avail- 
able of the agricultural programs on a com- 
modity basis during the past two decades. 
Except for the introduction and summary 
section at the beginning of the book, the 
history and analysis of farm programs are 
presented entirely on a commodity basis. 

The purpose of the publication is well 
expressed in the words of the authors in the 
following statements: “It is with a view to 
making available in compact and conven- 
ient form the record of this mammoth ex- 
periment in economic management for one 
of the nation’s largest industries that this 
book and the companion volume have been 
written.? Even so extensive a survey as this 
cannot, of course, describe in detail such a 
far-reaching, varied and changing program, 
extending over a period of more than 20 
years and affecting dozens of different prod- 
ucts and hundreds of thousands of farms 
and farmers. The attempt instead has been 

' Can We Solve the Farm Problem—An Analysis 


of Federal Aid to Agriculture, by Murray R. Bene- 
dict, Twentieth Century Fund, New York, 1955. 








to trace the activities relating to the various 
commodities in broad outline and to bring 
out the more significant lessons that may be 
drawn from them.” 

In general, each of the commodities is 
viewed from three time periods: (1) the 
period of deep depression and heavy excess 
production, (2) the war period when produc- 
tion and demand were both high, and (3) 
the postwar period when production was 
again beginning to outrun consumption. 
The government used six devices to influ- 
ence farm commodity prices and incomes, 
according to the writers. They were: (1) at- 
tempts to create an improved system of 
marketing based on producer-controlled co- 
operative marketing agencies; (2) holding 
operations designed to stabilize the flow of 
nonperishables onto the market; (3) efforts 
to cut back and hold down farm production 
with a view to bringing supplies into better 
adjustment with demand; (4) measures de- 
signed to transfer buying power from con- 
sumers or the Treasury to the farm groups; 
(5) marketing agreements intended to stabi- 
lize the industry and strengthen prices; and 
(6) efforts to hold prices up to the high levels 
achieved during the war and postwar years 
by means of government loans and pur- 
chases. 

The authors of this book should be com- 
mended for their painstaking, detailed work 
on the one hand and for their fearlessness 
on the other in expressing the impact of the 
government programs, in many instances, 
on a quantitative basis. Some students may 
well take the position that the over-all ef- 
fects of the programs upon the economy in 
general and upon agriculture in particular 
were such as to make the quantitative 
changes indicated by the commodity ap- 
proach meaningless. Nevertheless, even 
though one may not accept some of the as- 
sumptions that must be made if the con- 
clusions drawn in this study are to be ac- 
cepted, this analysis adds to our knowledge 
of agricultural policy. It provides a factual 
historical picture plus an appraisal of the 
impact of the programs to the extent one is 
willing to accept the necessary assumptions 
and framework within which they are made. 
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One has the feeling, in reading this book, 
that the appraisal of the farm programs 
from a commodity standpoint has led the 
writers to magnify the gains that might 
come from tailoring the programs to fit the 
commodities without recognizing some of 
the disadvantages. The general farm organ- 
izations together with many others during 
the period under study felt that there were 
distinct advantages in not developing pro- 
grams commodity by commodity but rather 
in attempting, so far as possible, to develop 
broad, across-the-board programs for agri- 
culture. 

In either appraising or developing farm 
policies, they must be viewed from their im- 
pact on agriculture in total as well as upon 
the individual commodity. Cotton and 
wheat programs may be developed which 
improve the income from these commod- 
ities by shifting the surplus acres into feed 
crops. This, however, simply shifts agricul- 
tural resources and the problem as well to 
another commodity. This problem of sub- 
stitution and the interrelationships of all 
commodities in agriculture is not fully de- 
veloped in these commodity reports. 

Because agricultural resources can be 
shifted from the production of one com- 
modity to another, at least within limits, 
the basic problem of agriculture is still one 
involving the total agricultural plant. Ques- 
tions such as whether we use strict produc- 
tion controls and high price supports, or 
shift resources out of agriculture by soil 
bank and other programs, or allow free 
prices to have a more active part in adjust- 
ing supplies are the broad questions which 
now take the spotlight rather than refine- 
ments in price-support programs of indi- 
vidual commodities. In other words, the 
broad issues of agricultural policy are the 
areas of greatest importance, at least for 
the moment. 

Nevertheless, the commodity analyses and 
the experiences of this period, as prepared 
by these authors, add greatly to an area of 
agricultural policy for which more informa- 
tion has been needed. This study will be a 
necessary reference for many. Here is re- 
corded in one volume the history of our 


agricultural programs, from the commodity 
viewpoint, for these two decades which have 
been very significant for agriculture. 


J. CARROLL BOTTUM 
Purdue University 


MARKETING: THE YEARBOOK OF 
AGRICULTURE, 1954. (Washington, 
D. C.: The United States Department 
of Agriculture. Pp. 506. $1.75.) 


In keeping with the stated purpose, there 
is something for nearly everyone in this 
yearbook devoted to marketing. The editor 
states that “the purpose of this book is to 
give information ... that should help 
many persons: the farmer, to make more 
money; the housewife, to buy better; the 
wholesaler, retailer, and all the others who 
handle farm products, to give better service; 
the administrator and the student of agri- 
culture, to get a broader view of the struc- 
ture of this large sector of our economy, 
within which so many agricultural prob- 
lems come to focus.” 

This is a rather large task to accomplish, 
even in 500 pages. While it should not be 
surprising if some of these objectives are not 
adequately covered, certainly there is a 
good bit of information here for persons 
generally interested in agricultural market- 
ing. 

The book is divided into 18 sections, 
counting the last section or “atlas” which 
comprises nearly a fifth of the book. The 
last section contains descriptions of com- 
modity marketing practices and problems. 

While the section headings appear some- 
what different from those used in most gen- 
eral marketing books, the discussion follows 


‘ the traditional pattern. After the introduc- 


tion, the next four sections are devoted to 
marketing channels and agencies, including 
a short section on international trade. The 
next five sections follow the functional ap- 
proach, including the physical functions of 
transportation, storage, and processing (in- 
cluding packaging) and the facilitating 
functions of standardization and providing 
information. 
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The remaining sections deal with various 
odds and ends including a discussion of 
consumers, size of marketing firms, coop- 
eratives, regulation, ownership, pricing, effi- 
ciency, and the commodity marketing dis- 
cussions. 

Whatever one thinks about the general 
organization, there are so many worthwhile 
individual contributions in all sections that 
it is impossible to single out a few for spe- 
cial attention without being unfair to many 
others equally good. Some good general 
statements on what marketing is all about 
are presented in the introductory section— 
perhaps even more useful because they ap- 
pear in an official publication of this type. 
Perhaps the greatest accomplishment of the 
book is to provide in one place excellent de- 
scriptions of many different parts of the 
agricultural marketing system. 

In thinking about the many directions 
which a book of this type might take, and 
the difficulty of covering the wide range of 
activities that might legitimately be in- 
cluded in the broad subject of marketing, it 
is interesting to reflect on the differences be- 
tween this book and the book which might 
be written by marketing specialists from 
schools of business administration. This 
yearbook can be reviewed without getting 
the impression that marketing has much to 
do with selling. One has to search to find 
anything related to selling, although this 
would certainly be an important aspect of 
any general marketing treatment by bus- 
iness marketing specialists. One short article 
is found—of all places—in the section la- 
beled efficiency. 

The lack of emphasis on selling results 
perhaps from the traditional implication 
of perfectly competitive market structures 
in agriculture—witness the reference to 
Adam Smith in the foreword. Instead of the 
selling emphasis, there has been a greater 
interest in problems of efficiency and social 
welfare in agricultural marketing circles. 

All in all, the feeling of this reviewer 
toward this general discussion of marketing 
can be summed up in a way that will be par- 
ticularly appealing to those oriented to the 





perfectly competitive, price is the only thing 
that counts, point of view. There is a lot 
here for $1.75. 

W. A. LEE 
The Pennsylvania State University 


BRIEFLY NOTED 


THE THEORY OF MONOPOLISTIC COM- 
PETITION (Seventh edition), by Edward H. 
Chamberlin. (Cambridge: Harvard Univer- 
sity Press, 1956. Pp. 350. $5.00.) 

The seventh edition of this well-known work 
is changed but little from the sixth edition 
which was published in 1948. The major change 
is a new supplement to the bibliography which 


brings the number of references listed to about 
1,500. 


AMERICAN FAMILIES, by Paul C. Glick. 
(New York: John Wiley & Sons, Inc., 1957. 
Pp. 240. $6.00.) 

As one of the Census Monograph Series spon- 
sored by the Social Science Research Council 
and the Bureau of the Census, this volume pre- 
sents a demographic analysis of the data on 
families gathered in the 1950 Census of Popula- 
tion and the annual sample surveys. The au- 
thor is Chief of the Social Statistics Branch, 
U. S. Bureau of the Census. 

Among the data not previously published are 
statistics on family composition in relation to 
the advancing age of the family head and new 
derived figures covering rates of marriage, sep- 
aration, divorce, and widowhood and the house- 
hold, family, and marriage projections. 

There is a wealth of information of interest 
to market research people. Among the topics 
covered are family living arrangements; house- 
hold and family composition; the life cycle of 
the family; first marriages and remarriages; so- 
cial, economic, and family changes during the 
family life cycle; and future household and fam- 
ily formation. 

Appendices include Census sources and defi- 
nitions, a section on comparability and reliabil- 
ity of Census family data, and a note on house- 
hold and family projections. There is also a 
good bibliography. 

Later monographs in the series will present 
analyses of Census data on children and youth 
and on the aging population. 
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PRODUCTION FORECASTING, PLAN- 
NING, AND CONTROL (Second edition), 
by E. H. MacNiece. (New York: John Wiley 
& Sons, Inc., 1957. Pp. 374. $8.25.) 

This book presents methods of planning and 
controlling factory output on the basis of the 
sales forecast. The forecast is translated into 
production schedules and also governs the in- 
ventory requirements with respect to both raw 
materials and finished goods. Of interest to 
marketers is the attention given to forecasting, 
procurement, and stock control. 


THE ECONOMIC CONSEQUENCES OF AU- 
TOMATION, by Paul Einzig. (New York: 
W. W. Norton & Company, Inc., 1957. Pp. 
255- $3-95-) 

This study covers the wide range of economic 
problems resulting from the growth of automa- 
tion. The author concludes that we must pro- 
ceed with automation at the greatest speed. At 
the same time, we must check the inflationary 
trend in order to avoid the use of strong meas- 
ures which might send us into a deflationary 
spiral. Einzig believes that automation in itself 
will not cause a recession but might accentuate 
a recession once it gets started. 


CONSUMER CREDIT AND THE AMER- 
ICAN FAMILY: A PERSPECTIVE ANALY- 
SIS. (Ann Arbor: Bureau of Business Re- 
search, University of Michigan, 1956. Pp. 139. 
$2.50 paperbound.) 

This is the Proceedings of the 1956 Consumer 
Credit Conference. Since the end of World War 
II, eight of these conferences have been held at 
various universities. Topics covered include: 
The Balance Sheet Position of American Fam- 
ilies, Family Standard of Living in 1965, Mon- 
etary Policy and Consumer Credit, and Institu- 
tional Credit Restraints. Included also is a very 
useful bibliography of consumer installment 
credit. 


ADVERTISING TO THE AMERICAN 
TASTE, edited by Donald B. Gooch. (Ann 
Arbor: University of Michigan, 1956. Pp. 121. 
$2.00 paperbound.) 


Eight papers are included in this Proceedings 
of the 1956 Advertising Conference held at the 
University of Michigan. The papers deal with 
the policies and practices of mass-communica- 
tion media which condition American taste to- 
gether with some contemporary advertising 
practices. 


INVESTIGACION DE LA DISTRIBUCION, 
by D. J. Luck and H. G. Wales. Prologo y 
supervision de la traduccion, Pedro P. Galli. 
(Barcelona: Editorial Hispano-Europea, 1957. 
Pp. 608. Pesetas 210.) 


Spanish-speaking readers will recognize the 
familiar Luck and Wales’ MARKETING RE- 
SEARCH, now available en Espajiol. 


SUCCESSFUL LOW PRESSURE SALESMAN- 
SHIP, by Edward Berman. (Englewood Cliffs, 
New Jersey: Prentice-Hall, Inc., 1957. Pp. 210. 
$4.95-) 


MAKING YOUR SALES PRESENTATION 
SELL MORE, by Edward J. Hegarty. (New 
York: McGraw-Hill Book Company, Inc., 
1957- Pp. 307- $4.95.) 


MY LIFETIME TREASURY OF SELLING 
SECRETS, by Charles B. Roth. (Englewood 
Cliffs, New Jersey: Prentice-Hall, Inc., 1957. 
Pp. 203. $4.95.) 


HOW TO WIN SELF-CONFIDENCE FOR 
SELLING, by James T. Mangan. (Englewood 
Cliffs, New Jersey: Prentice-Hall, Inc., 1957. 
Pp. 214. $4-95-) 

Books on selling techniques must find a ready 
market because they continue to pour from the 
presses. Here are four new entrants, each writ- 
ten by a man who has spent a lifetime in sales 
work. These are trade books and are intended 
for people who have selling jobs, but they will 
also be of interest to sales trainers and college 
teachers of courses in salesmanship. 

The Hegarty and Roth books bring together 
the practical know-how which the authors have 
accumulated over many years of sales contacts. 
Hegarty stresses particularly the elements of a 
successful sales presentation. Mangan deals with 
an important but more highly specialized sub- 
ject—how the salesman can build self-confidence. 
Berman says that he does not agree with the 
“push, shove, and club tactics of high pressure” 
and has written his book on the premise that, 
“it pays to be nice to people.” 


PUTTING YOURSELF OVER IN BUSINESS, 
by Frederick Dyer, Ross Evans, and Dale Lov- 
ell (Englewood Cliffs, N. J.: Prentice-Hall, Inc., 
1957- Pp. 206. $4.95.) 

This is a “how to do it” book in human re- 
lations: how to make a presentation, how to 
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plan and run meetings and conferences, how to 
handle controversies, how to bargain. It is writ- 
ten for the businessman at large who wants to 
do a little self-study and self-analysis in this 
field. 


ELEMENTARY BUSINESS AND ECONOMIC 
STATISTICS, by Alva M. Tuttle (New 
York: McGraw-Hill Book Company, Inc., 
1957. Pp. 663. $6.75.) 

Running counter to the trend in elementary 
Statistics texts, which appears to be one of giv- 
ing greater attention to such topics as statistical 
inference and sampling and less attention to 
other subjects such as graphic presentation, 
this text is concerned primarily with the basic 
Statistical techniques needed for general busi- 
ness use. Although sampling and statistical in- 
ference are not neglected, the book is written 
with the objective of training intelligent users 
of business statistics rather than training pro- 
fessional business statisticians. It is the author's 
purpose to have the book understood even by 
those who have had no high-school mathematics. 
This is done not by eliminating algebra but by 
spelling out the algebraic material in easy steps. 


INVESTMENT IN CENTRAL AMERICA. 
(Washington, D. C.: U. S. Department of 
Commerce, 1956. Pp. 273. $1.50.) 


The Department of Commerce has been pub- 
lishing a series of handbooks for individual 
countries which contain basic economic and 
commercial information needed by investors 


and traders. In the present volume, the over-all 
view of Central America is followed by a sep- 
arate analysis of each country. 


BUSINESS REPORT WRITING, by Robert 
D. Hay and Raymond V. Lesikar. (Home- 
wood, Illinois: Richard D. Irwin, Inc., 1957. 
Pp. 352. $5.50.) 

This is a new presentation of the basic prin- 
ciples of business report writing. Special atten- 
tion is given to the thinking that goes into the 
report. 


PRINCIPLES OF TRANSPORTATION, by 
Frank H. Mossman and Newton Morton. 
(New York: Ronald Press Company, 1957. 
Pp. 510. $6.50.) 

The authors have written a new basic text in 
transportation. The book covers transportation 
economics as well as transportation administra- 
tion and concludes with a section on transporta- 
tion policy. 


HOW TO USE A TAPE RECORDER, by Dick 
Hodgson and H. Jay Bullen. (New York: 
Hastings House, 1957. Pp. 216. $4.95.) 


The multiple uses of a tape recorder and the 
techniques for using tape-recording equipment 
are discussed in this handbook. Of particular in- 
terest to JOURNAL readers will be the sections 
dealing with the application of this equipment 
to sales, advertising, retailing, and marketing re- 
search. 
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Program of the 39th National Conference, American Marketing Association 
Hotel Statler, Detroit, Michigan, June 19, 20, 21, 1957 


“MARKETING’S ROLE IN SCIENTIFIC 
MANAGEMENT” 


“THE NEW RESPONSIBILITIES OF 
MARKETING MANAGEMENT” 
Chairman: Charles W. Smith, McKinsey and Com- 
pany, New York City; President, American Market- 

ing Association. 
Speaker: John G. McLean, Vice President—Coordi- 


nating and Planning. The Continental Oil Company, 
Houston, Texas. 


“PRODUCT DEVELOPMENT” 


Chairman: Gordon A. Hughes, The Scott Paper 
Company, Chester, Pennsylvania. 


“Product Development from the Management's 
Point of View,” R. Conrad Jones, Booz, Allen and 
Hamilton, Chicago, Illinois. 

“Product Development from the Market Research 
Point of View.” Dr. G. T. Borcherdt, E. I. DuPont 
de Nemours, Wilmington, Delaware. 


“HOW TO MAKE AN INDUSTRIAL 
SALES FORECAST” 
Chairman: N. R. Ladabouche, 
Cleveland, Ohio. 


“Practical Aspects of Economic and Sales Forecasting 
in an Industrial Company,” Loren K. Miller, 
Harris-Seybold Company, Cleveland, Ohio. 

“Three Ways to Make an Industrial Sales Forecast,” 
Robert O. Fernald, National Lead Company, New 
York City. 


Steel Magazine, 


“CONSUMER MOTIVATION” 
Chairman: George H. Brown, Director, Consumer 
Research, Ford Division, Ford Motor Company, 
Dearborn, Michigan. 

Wroe Alderson, Alderson and Sessions, Philadelphia, 
Pennsylvania. 

Prof. Robert Ferber, University of Illinois, Urbana, 
Illinois. 

Deryl Case, General Electric Co., New York City. 


“FINDING NEW INDUSTRIAL PRODUCTS” 
Chairman: Dilworth H. Walker, Cresap, McCormick 
and Paget, New York City. 

“Expanding Product Lines by Acquisition.” Russell 


B. Robins, L. A. Young, Spring and Wire Com- 
pany, Detroit, Michigan. 
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“Expanding Product Lines by Product Inception.” 
Robert F. Dick, Illinois Tool Works, Chicago, 
Illinois. 


“RECENT DEVELOPMENTS IN 
DISTRIBUTIVE TECHNIQUES” 
Chairman: Sidney R. Bernstein, Advertising Age, 

Chicago, Illinois. 

“The Dynamics of the Present,” C. Virgil Martin, 
Carson Pirie Scott and Company, Chicago, Illinois. 

“The Shape of Things to Come,” E. B. Weiss, Doyle, 
Dane, Bernback, Inc., New York City. 


SPECIAL INTEREST WORKSHOPS 
Thirteen Sessions Which Run Concurrently 


ADVERTISING: “THE CHANGING ROLE 
OF ADVERTISING” 

Chairman: Reginald L. Dellow, Grant Advertising, 

Inc., Chicago, Illinois. 

“The Changing Role of Rating Services.” A. C. Niel- 
sen, Jr., A. C. Nielsen Company, Chicago, Illinois. 

“The Changing Requirements of the Advertiser.” 
Donald Swanson, Accent International, Chicago, 
Illinois. 

“The Changing Demands on the Agency.” Clarence 
Hatch, Jr., Campbell-Ewald Company, Detroit, 
Michigan. 


AGRICULTURE: “THE 32 BILLION DOLLAR 

CHALLENGE: HORSE AND BUGGY CONCEPTS 

OF AGRICULTURE MAY BE ROBBING YOU OF 

SALES” 

Chairman: Victor Hawkins, Capper Publications, 

Inc., Topeka, Kansas. 

“Agriculture is a Growth Industry,” Charles W. 
Russell, Marsteller, Rickard, Gebhardt and Reed, 
Inc., Chicago, Illinois. 

“Industry’s Chief Resource and Partner,” Ray A. 
Goldberg, Harvard University Graduate School of 
Business Administration, Boston, Massachusetts. 

Discussants: Vernon W. Ruttan, Purdue University, 
Lafayette, Indiana; Herman M. Southworth, 
United States Department of Agriculture, Wash- 
ington, D. C. 


APPLIANCES: “CHANGING PATTERNS OF 
PRODUCT DESIGN AND DISTRIBUTION” 


Chairman: David W. Day Product Planning, General 
Electric Company, New York City. 
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“The Customs and the Builders,” Harvey E. Weimer, 
The Whirlpool-Seeger Corp., St. Joseph, Michigan. 

“The Fixed and the Portable,” Richard N. Jones, 
House and Home Magazine, New York City. 


AUTOMOTIVE: “DEVELOPMENTS IN THE 
MARKET FOR AUTOMOBILES” 
Chairman: Edwin H. Sonnecken, Ford Division, The 

Ford Motor Company, Dearborn, Michigan. 


“The Edsel Marketing Story,” Dr. Henry G. Baker, 
Edsel Division, The Ford Motor Company, Dear- 
born, Michigan. 

“Volume Planning in the Automobile Industry,” 
J. H. Sloan, The Chrysler Corp., Detroit, Michigan. 


CHEMICALS: “THE PLACE AND FUNCTION 
OF MARKETING RESEARCH IN CHEMISTRY” 
Chairman: Shea Smith III, Monsanto Chemical Com- 
pany, St. Louis, Missouri. 

“Centralized vs. De-Centralized Organization for 
Marketing Research in Chemical Firms,” Parker 
Frisselle, The Dow Chemical Company, Midland, 
Michigan. 

“Long Range Planning in the Chemical Industry,” 
Dr. Robert L. Bateman, Carbide and Carbon 
Chemicals Company, New York City. 


FIELD INTERVIEWING: “THE FIELD MICE 
LOOK AT RESEARCH” 

Chairman: Helen M. White, Helen White Interview- 

ing Service, Wyandotte, Michigan. 

“Field Problems from the Research Manager’s Point 
of View,” Bee Angell, Bee Angell and Associates, 
Inc., Chicago, Illinois. 

“Trials and Tribulations of an Interviewer,” Esther 
Lotz, Esther Lotz Market Research Services, Cleve- 
land, Ohio. 


FUELS: “FORECASTING THE FUELS OF 
THE FUTURE” 

Chairman: John H. Picou, The Atlantic Refining 

Company, Philadelphia, Pennsylvania. 

“United States Energy Requirements Through 
1965,” N. B. Guyol, Standard Oil Company of 
California, San Francisco, California. 

“The Future of Synthetic Liquid and Gaseous Fuels,” 
H. R. Batchelder, Battelle Memorial Institute, 
Columbus, Ohio. 


MARKETING INSTRUCTION: “RESEARCH 
IN THE UNIVERSITIES” 

Chairman: Robert H. Cole, College of Commerce, 

University of Illinois, Urbana, Illinois. 

“Who Sells to Whom,” Franklin B. Evans, University 
of Chicago. 

“De-fogging the Crystal Ball,” E. J. McCarthy, Uni- 
versity of Notre Dame. 

“A Simplified Solution for the Location of Marketing 
Outlets Using an Analogue Computer,” Edward L. 
Brink, University of Pennsylvania. 

“Techniques Developed by Department Stores to 


Balance Inventories,” Richard M. Hill, University 
of Illinois. 

“The Ins and Outs of Functional Discounts,” Henry 
D. Ostberg, New York University. 

“Sales Potentials and Their Use in Test Marketing,” 
Louis D. Volpp, State University of Iowa. 


METALS: “METALS—HAS CAPACITY 
OUTGROWN MARKETS?” 
Chairman: William B. Gilmour, Inland Steel Com- 

pany, Chicago, Illinois. 

“The Situation for Aluminum,” S. M. Blumenreich, 
Reynolds Metals Company, Louisville, Kentucky. 

“The Situation for Steel,” James L. Rich, United 
States Steel Corporation, Pittsburgh, Pennsylvania. 


PACKAGED GOODS: “THE INTRODUCTION 
OF PACKAGED GOODS PRODUCTS” 
Chairman: Charles T. Woods, The R. T. French 

Company, Rochester, New York. 

“Building a Bold New Product Program by a Manu- 
facturer,” Stephen M. Barker, Perkins Division, 
General Foods Corp., Chicago, Illinois. 

“The Grocer’s Stake in New Product Introductions,” 


Val S. Bauman, National Tea Company, Chicago, 
Illinois. 


PUBLIC UTILITIES: “CONSUMER 
SURVEYS BY UTILITIES” 

Chairman: Paul F. Platt, Public Service Electric and 

Gas Company, Newark, New Jersey. 

“Consumer Surveys to Guide Advertising and 
Promotional Activities,” J. R. Guidroz, New 
Orleans Public Service Inc., New Orleans, Louisi- 
ana. 

“Consumer Surveys to Determine System Operation 
and Load Growth,” George L. Lahodny, The De- 
troit Edison Company, Detroit, Michigan. 

“Use of Consumer Surveys for Directing Institutional 
Advertising and Determining Public Opinion,” 
C. T. Smith, American Telephone and Telegraph 
Company, New York City. 


RESEARCH AND CONSULTING: 
“MANAGEMENT PROBLEMS WITH 
FIELD INTERVIEWING” 

Chairman: William F. O'Dell, Market Facts, Incor- 

porated, Chicago, Illinois. 

“Adequate Insurance Coverage for the Field Inter- 
viewer,” Ben Gaffin, Ben Gaffin and Associates, 
Chicago, Illinois. 

“Employee vs. Independent Contractor Interview- 
ers,” Carl H. Henrickson, Jr., Crossley, S-D Surveys, 
Inc., New York City. 


RETAILING: “CONTROL AND DIRECTION 
OF SHOPPING CENTER ACTIVITIES” 


Chairman: Paul E. Smith, College of Business and 
Public Service, Michigan State University, East Lan- 
sing, Michigan. 
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“The Financial Analysis of a Shopping Center,” 
Larry Smith and Company, New York City. 

“Shopping Center Management,” Horace Carpenter, 
Northland Center, Inc., and Eastland Center, Inc., 
Detroit, Michigan. 


“DOES EXPANDING POPULATION 
EXPANDING MARKETS?” 

Chairman: Carl Rieser, Fortune Magazine, New York 

City. 

“Markets May Be More Than Just People,” Philip 


M. Hauser, Department of Sociology, University 
of Chicago. 


INSURE 


“APPLICATION OF SALES POTENTIALS 
FOR INDUSTRIAL PRODUCTS” 
Chairman: Harry Loepold, Jr., John A. Roebling’s 

Sons Corp., Trenton, New Jersey. 

“Directing Industrial Salesmen in the Proper Use of 
Industrial Sales Potentials,” S. V. Reiss, Graybar 
Electric Company, New York City. 

“Coordinating Activities of Industrial Salesmen 
With Industrial Sales Potentials,” Charles Brown, 
Apparatus Sales Division, General Electric Com- 
pany, Schenectady, New York. 


“DYNAMIC FORCES IN POPULATION 
CHANGES” 
Chairman: Burleigh Gardner, Social Research, Inc., 
Chicago, Illinois. 
“The Pattern of the Social Classes,” Pierre Marti- 
neau, Chicago Tribune, Chicago, Illinois. 
“Dynamic Forces in the Modern City and its Sub- 
urbs,” William H. Whyte, Jr., Fortune Magazine, 
New York City. 


“COMPENSATION PLANS FOR 
INDUSTRIAL SALESMEN” 
Chairman: E. C. Frazier, Industrial Division, Arm- 
strong Cork Company, Lancaster, Pennsylvania. 
“Compensation Plans for Industrial Equipment 
Salesmen,” James Dowd, Air Reduction, Inc., New 
York City. 
“Common Characteristics of Compensation Plans 
for Industrial Salesmen,” Charles J. Wilson, Cre- 
sap, McCormick and Paget, New York City. 


“COMMUNICATIONS AND ADVERTISING 
RESEARCH” 

Chairman: William S. Robinson, Earle Ludgin and 

Company, Chicago, Illinois. 

“Researching the Creative Effectiveness of Advertis- 
ing,” Dr. Donald L. Kanter, Tatham-Laird, Inc., 
Chicago, Illinois. 

“Researching an Integrated Media Program,” Lester 
Delano, North Advertising, Chicago, Illinois. 

“Qualitative Effectiveness of Television Advertis- 


ing,” Dr. Jaye S. Niefeld, McCann-Erickson, New 
York City. 


“ELECTRONIC DATA PROCESSING” 


Chairman: William C. Flaherty, The Chrysler Corp., 

Detroit, Michigan. 

“Electronic Methods Extend the Frontiers of Scien- 
tific Marketing Management,” F. H. Muns, West- 
inghouse Electric Company, Pittsburgh, Pennsyl- 
vania. 

“Other Than Giants Can Benefit,” Eli J. Goldberg, 
Rayco Seat Covers Sales Corporation, Paterson, 
New Jersey. 


“WHAT'S NEW IN 
RESEARCH TECHNIQUES” 
Chairman: R. D. Hardesty, New Products Division, 
Johnson and Johnson, Ltd., New Brunswick, New 
Jersey. 
“Scientific Truth in Research,” Lester R. Frankel, 
Alfred Politz Research, Inc., New York City. 
“Branded Company Images Before and After Ex- 
posure to Advertising,” Charles E. Swanson, Cur- 
tis Publishing Company, Philadelphia, Pennsyl- 
vania. 
“Quality Control of Field Operations,” Sol Dutka, 
Audits and Surveys, New York City, Art Koponen. 


“PRICING FOR PROFIT” 
Chairman: Robert O. Fernald, Director of Market 
Research, National Lead Company, New York City. 
Speaker to be announced. 


“THE BUSINESS OUTLOOK” 
Chairman: Louis M. Randall, Jr., The J. L. Hudson 
Company, Detroit, Michigan; Chairman, 4oth Na- 
tional Conference, American Marketing Association. 
Speaker: Murray Shields, Partner, MacKay-Shields 
Associates, New York City. 


CONFERENCE COMMITTEE 
1957 NATIONAL CONFERENCE 
June 19, 20, 21, 1957 
Hotel Statler 
Detroit, Michigan 
Chairman, National Conference Program Committee 
Joseph C. Seibert, Miami University, Oxford, Ohio 


General Chairman 


Louis M. Randall, Jr., J. L. Hudson Co., 1206 Wood- 
ward, Detroit, Mich., CA 3-5100 Ext. 3262 


Vice Chairman 


James L. Chapman, The Detroit Edison Co., 2000 
Second, Detroit 26, Mich., WO 2-2100 Ext. 9327 


Secretary 
(Miss) Virginia L. MacPherson, Bureau of Adver- 
tising, 2761 Guardian Bldg., Detroit, Mich., WO 
3-4353 
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Treasurer 


Albert Moellmann, The Detroit News, 
Mich., WO 2-2000 Ext. 407 


Detroit, 


Assistant Treasurer 


Charles L. Stevens, Burroughs Corp., 6071 Second 
Ave., Detroit, Mich., TR 5-2260 Ext. 730 


National Liaison 


D. Maynard Phelps, University of Michigan, Ann 
Arbor, Mich., NO 3-1511 Ext. 330 


Registration 
Robert R. Scrase, Stran-Steel Corp., Ecorse, Detroit 
29, Mich., VI 3-8000 Ext. 7231-7288 
Arrangements 


James Edward Gill, Minnesota Mining & Manufac- 
turing Co., 411 Piquette Ave., Detroit 2, Mich., 
TR 5-7111 Ext. 252 


Exhibits 


John P. Bennett, Bull Dog Electric Products Co., 
Box 177, Detroit 32, Mich., TR 5-7220 Ext. 335 


Attendance Promotion 


Frederick N. Lowe, The Detroit Free Press, Detroit 
31, Mich., WO 2-8900 Ext. 374 


Publicity 


Arthur C. Scheifle, MacManus, John, & Adams, 
Bloomfield Hills, Mich. 


Reception 


Ferdinand F. Mauser, Wayne State University, 5104 
2nd Blvd., Detroit 2, Mich., TE 1-1450 Ext. 485 


Proceedings 


Robert Clewett, University of Michigan, Ann Arbor, 
Mich. 





REP 


RESEARCH EXECUTIVE PERSONNEL 


Fee Schedule Available 





National Registry of 


FOR PERSONNEL PLACEMENT & CONSULTING 


420 MADISON AVE., N. Y. 17, N. Y. 


Marketing & Research Men 


BERT HERMAN, DIR. PL-5-3918 


Inquiries Invited 
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Whe Should 


MARKETING RESEARCH 





While it is our business to provide 
tabulating facilities that utilize all the 
latest equipment for speed, accuracy 
and economy, we believe that our 
responsibility to research directors 
does not start with these electro- 
mechanical services. 


Long experience in working with 
publishers, agencies and research de- 
partments has demonstrated to us 
that the quality of the finished reports 
depends in large measure on the 
thinking and planning that go into 
the project from its inception. 

That’s why STATISTICAL makes pro- 












STATISTICAL 


TABULATING CORPORATION 


Established 1933 - Michael R. Notaro, President 


TABULATING + CALCULATING + TYPING 
TEMPORARY OFFICE PERSONNEL 


fessional help available to you, right 
from the start. In resolving your 
ideas. In translating sound thinking 
into all-inclusive questionnaires. And 
then backing up this all-important 
preliminary assistance with respon- 
sible help in the mechanical and 
analytical phases of your project. 

Just a few minutes with one of our 
research specialists will show you 
what this complete service can mean 
to you in producing the quality 
analyses and interpretations required 
in today’s competitive markets. 


CHICAGO 

53 West Jackson, H Arrison 7-4500 
NEW YORK 

80 Broad Street, W Hitehall 3-8383 


ST. LOUIS 


NEWARK 

National-Newark Bidg.,M Arket 3-7636 
CLEVELAND 

1375 Enclid Ave., SU perior 1-8101 


LOS ANGELES 
5418. Spring St., MU tual 8201 
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5 top titles for study and reference 


EXPERIMENTAL DESIGNS, Second Edition 


By William G. Cochran, The Johns Hopkins University; and Gertrude M. Cox, 
University of North Carolina. This popular working manual presents the plans of 
all the useful types of ro. ny esigns, shows the type of work for which each 
design is appropriate, and gives illustrations of its practical use. A Wiley Publication 
in Statistics, Walter A. Shewhart and S. S. Wilks, Editors. 1957. 617 pages. Prob. 
$7.50. 


AMERICAN FAMILIES 


By Paul Glick, U. S$. Bureau of the Census. Provides nationwide data on marriage, 
family composition, and other significant aspects of family life in America at mid- 
century. One of the Census Monograph Series, sponsored by the Social Science Re- 
search Council and the Bureau of the Census. 1957. 240 pages. $6.00. 


LOCATION AND SPACE-ECONOMY 


A General Theory Relating to Industrial Location, Market Areas, Land Use, 
Trade, and Urban Structure. By Walter Isard, University of Pennsylvania. A revealing 
owe of the dynamic interplay of social and economic forces. A Technology Press 

ok, M.I.T. 1956. 350 pages. $8.75. 


BUSINESS FORECASTING IN PRACTICE 
Principles and Cases 


Edited by Adolph G. Abramson, SKF Industries, Inc.; and Russell H. Mack, 
Temple University. Presents specific information on how forecasts are prepared and 
indicates how existing studies of business cycle causation can be utilized more fully 
by forecasters. Six experienced forecasters employed in several fields have contributed 
to the work. 1956. 275 pages. $6.50. 


THE DYNAMICS OF INTERVIEWING 
Theory, Technique, and Cases 


By Robert L. Kahn and Charles F. Cannell, both of the University of Michigan. 
Develops the principles and techniques of interviewing and makes them meaningful 
by emphasizing the sound psychological theory on which they are based. It includes 
case studies and transcripts of actual interviews in widely diversified fields. 1957. 368 


pages. $7.75. 
Order your on-approval copies today. 
cy JOHN WILEY & SONS, Inc. 
or pusuisuima 440 Fourth Avenue New York 16, N. Y. 
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Just out . 


THE DEMAND FOR ALUMINUM: A CASE STUDY 
IN LONG-RANGE FORECASTING 


By James E. Rosenzweig 


. an evaluation of the relative effectiveness of alternative 
techniques of predicting the long-run demand for a growth 
product such as aluminum. Conditions under which various long- 
range forecasting techniques can be most useful are also dis- 
cussed. 60 pages, $1.00 


BUREAU OF ECONOMIC AND BUSINESS RESEARCH 


University of Illinois Urbana, Illinois 

















AMERICAN ECONOMIC REVIEW 


Contents 
Volume XLVII June 1957 Number 3 


ARTICLES 


Entrepreneurial Income, Saving and Investment Irwin Friend 


and I. B. Kravis 


Principles of Debt Management E. R. Rolph 
International Trade and Factor Mobility R. A. Mundell 
Korea's Monetary and Fiscal Systems C. D. Campbell 


and Gordon Tullock 
REVIEW ARTICLES 


Socialist Thought in Great Britain P. T. Homan 
Barriers to New Competition R. B. Heflebower 
COMMUNICATIONS 
Personal Discrimination in Transportation J. P. Carter 
Share of Government in Gross Nations! Product H. T. Oshima 
An Estimate of the Tax Element in Soviet Bonds F. D,. Holzman 


Review of Books, Titles of New Books, Periodicals, Notes 


The AMERICAN ECONOMIC REVIEW, a quarterly, is the rp wttietion of the American 
Economic Association and is sent to all members. The annual dues e $6.00. Address editorial com- 
munications to Dr. Bernard F. Haley, Editor, AMERICAN ECONOMIC REVIEW, Stanford Uni- 
versity, Room 220, Stanford, California; for information concerning other publications and activities 
of the Association, communicate with the Secretary-Treasurer, Dr. James Washington Bell, American 
Economic Association, Northwestern University, Evanston, ‘Tilinois. Send for information booklet. 
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A BOOK THAT PROVIDES A SOUND | 
BASIS FOR SALES FORECASTING AND | 
_ ALL OTHER BUSINESS FORECASTING | 


BUSINESS FLUCTUATIONS 
AND FORECASTING 


By Dr. Carl A. Dauten 


BUSINESS FLUCTUATIONS AND FORECASTING is a new type of book devoted 
to theory and practice. It gives the prospective businessman the information that he 
needs about business fluctuations and the practical methods of forecasting them. 


This book has the most complete section on forecasting of any textbook in the field. In 
fact, it is the only textbook that places emphasis on the tried, proved, and reliable tech- 
niques in use today rather than on the selected theories and ideas of the author. 


A section is devoted to forecasting for an entire industry, and a chapter is devoted to 
forecasting for an individual business. 


SOUTH-WESTERN PUBLISHING CO. 
(Specialists in Business and Economic Education) 


Cincinnati 27 New Rochelle, N. Y. Chicago 5 San Francisco Dallas 2 
7 8 3 











INDIAN JOURNAL OF ECONOMICS 


Volume XXXVII No. 145 October 1956 
Editor: Dr. Om PRAKASH 


ARTICLES 
Certain Game Situations in Regional Economic Development ........ George K. Chacko 
Toward Understanding Institutionalism ................20. cece cece Franklin P. Hall 
The Financial Structure of Small-Scale and Medium-sized Industries ................ 
ATE FOr Tee te Er ree prey eer ere (Miss) Sabita Banerji 


Government of Corporation in the U. S. A. ...........2. cece eee eee Gerhard Schmidt 

How to Increase National Income? (Or Alice in Wonderland and Honest Joe) ...... 

SMES LT SEGAER SE CMa aee PERSEES TEES RR EWE CGI E AM eee an eee NES Jacob Oser 
NOTES AND MEMORANDA 

Marginal Analysis and Non-pecuniary Considerations ............ Arun K. Datta Gupta 

Gatien Boenreth o68 TeGOts oes. .oos os cc ceceadsicccscsdele iv cuneeees S. B. Prasad 


Interest in Socialist Economy 
The Concept of Welfare 


Neddentebenadeteedd bck pete Sukumar Ghose 


aphid dt ea 6: mah est ikide we i ee ale ae Shridhar Misra 


ECONOMIC LITERATURE 


The Indian Journal of Economics was founded by the late Professor H. Stanley Jevons in 
1916. It is published quarterly—July, October, January and April—by the Departments of 
Economics and Commerce, University of Allahabad. Annual Subscription (including postage) 
Rs 17 or £1-6-0 or $3.80 to be remitted to the Managing Editor, Indian Journal of Economics, 
Allahabad-2, INDIA. 
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NEW Retailing Books from Prentice-Hall... 
RETAILING, 3rd Edition 


by PEARCE C. KELLEY, University of Oklahoma; NORRIS B. 
BRISCO, General Manager, Ed Schuster & Company (Milwaukee) 


Designed as a basic text for courses in Retailing 
Principles, the 1957 Third Edition of Retailing may be 
used for curricula where only one course in Retailing is 
offered, or as an introductory course in the subject. 


Not just an “up-dating,” the 3rd Edition is almost a 
new book: many chapters are completely new, while 
all material has been thoroughly revised and improved. 


The new edition covers all fields of retailing and 
stresses modern topics and the essentiaily dynamic 
nature of retailing. Complete coverage is given to such 
subjects as trend analysis, personnel problems (both ex- 
ecutive and sales), consumer status, expense center ac- 
counting, and the latest equipment—electronic and 
other. 


640 pages *° 6”x9" $* Published June 1957 * Text price $7.75 


STORE ORGANIZATION AND 
OPERATION, 2nd Edition 


by O. PRESTON ROBINSON, General Manager, Deseret News 
Publishing Company; J. GEORGE ROBINSON, Washington 
University; MILTON P. MATTHEWS, University of Utah 


Here is a thorough, up-to-date coverage of concepts 
of organization as they are applied in modern retailing 
—and the most complete discussion available on tech- 
niques of retail store management currently used in 
successful retail operations. 


You'll find every aspect of store operation and man- 
agement covered, with the following points stressed in 
particular detail: budgeting and control of expenses - 
retail personnel management: store layout problems - 
provision and supervision of selling services ~ store 
packing and delivery operations- mail and telephone 
order handling « store protection problems. 


640 pages * 5%” x 8%" * Published May 1957 * Text price $6.75 


approval copies available from— 


PRENTICE-HALL, INC. 


Englewood Cliffs, New Jersey 
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Ready in August 
Two Outstanding New MeGRAW-HILL 
Marketing Caseloohs 


by MALCOLM P. McNAIR x Lincoln Filene Professor of Retailing 


Harvard University 


+—PROBLEMS IN MARKETING——~ 


by M, P. McNair, Milton P. Brown, both of Harvard University Gradu- 
ate School of Business Administration; David S. R. Leighton, Western 


Ontario College; and Wilbur B. England, Harvard University. New 
Second Edition. 


—A Harward Business School Caseloohk— 


A complete revision of a most successful Harvard casebook, with practically every 
problem replaced by a new one—a total of go cases reflecting problems character- 
istic of contemporary conditions. Covering the entire broad field of marketing, its 
purpose is to provide first-rate materials for use in teaching Marketing by the case 
discussion method. Entirely new chapters have been added to cover both special 
sales promotion me::hods and the use of Marketing Research. For each of the case 
groupings, an introcluctory chapter is included to give the student useful ideas for 
analyzing the cases. Enough is included for most full-year courses in marketing, 
teaching one case per session. 


+—-CASES IN RETAIL MANAGEMENT-— 


by M. P. McNair, Elizabeth A. Burnham, and Anita C. Hersum, all at 
Harvard University. 


—A Haward Business School Casebooh— 


Here is the first Harvard casebook in retailing in many years, offering an entirely 
new case collection. An intrdductory chapter precedes each case, providing an in- — 
valuable aid in coordinating the theory and practice of retailing. The great bulk 
of them are drawn from large-scale institutions—department stores, chains, and 
supermarkets—where problems can be examined in the greatest detail. It compre- 
hensively covers most of the areas in which retail executives have to make deci- 


sions, and includes such recent developments as the rise of discount houses, the 
introduction of self-selection in department stores, the entry of supermarkets in 
the nonfood lines, and the development of planned shopping centers. 





Sendfor' | McGraw-Hill Book Company, Inc. 


approval | 330 West 42nd Street New York 36, N. Y. 
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